THE ECONOMIC JOURNAL 


SEPTEMBER, 1930 


PROBLEMS OF RATIONALISATION 


At the Annual Meeting of the Royal Economic Society, held 
on Wednesday, 28th May, 1930, at 5 p.m., at the London School 
of Economics, with Professor A. C. Pigou in the Chair, a discus- 
sion was held on the above topic, of which the following is a slightly 
curtailed report. 

THE CuHarrMAN: I will call on Professor Macgregor to open 
a discussion on ‘‘ The Problems of Rationalisation.”’ 

Proressor MacGregor: I imagine that the kind of duty 
which an opener of a discussion of this kind has, is to suggest 
certain lines for consideration, and that is what I wish to do. I 
would like to put some points of view which the representative 
of the Cotton Trade who is going to follow me may dwell on with 
the internal experience of someone who is rationalising. 

Now the first consideration that strikes one is, if you read 
the literature on this subject, technical and popular, that 
“ rationalisation ”’ is another case of the old game of first finding 
a word and then finding what it means; because the popular as 
well as the technical range of writing on this question varies 
between the definition given by some people that it is the latest 
word for monopoly, and the idea of certain other more popular 
writers that only in the last year or two has it been discovered 
that there is such a thing as a cartel. The range is very wide, 
but there are two general ways in which the word is used. 
There is technical rationalisation, and what I would like to 
call ‘‘ economic” or “industrial”? rationalisation. The former, 
technical rationalisation, is a question of improvements carried 
out within businesses by the managers, methods like scientific 
management, the rapidity with which machinery is scrapped, 
the supervision of labour, by the stop-watch method or any 
other method, and generally what we economists have been in 
the habit of calling ‘‘ internal economies.” ‘ Rationalisation ”’ 
means in that respect a development of the range of internal 
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economies. Well, I do not propose to talk about that. It appears 
to me that business men themselves have the last word to say 
on a question like that. Whether a particular business, whether 
a particular industry, should scrap its machinery quicker, or 
should introduce a stop-watch method for the supervision of 
labour, or how fast it should introduce new machinery, are ques- 
tions for themselves. I do not know anything about it. I do 
not think that anybody outside business does. At any rate, the 
authority on that subject rests with business men, and economic 
thought consists very largely in recording the progress of business 
practice in that matter, and in offering its own consideration on 
the relative progress of one country, or one industry, as compared 
with another. 

But when you come to economic rationalisation the authority 
of business leaders does not seem to be so unique, because, when 
we are talking about that, what is in question is not the efficiency 
with which they manage their own businesses, but the readiness 
with which they co-operate with each other, or the amount of 
foresight with which they arrange the disposition of competing 
producers in relation to each other. Now that is a broader 
question; that is not a technical question; and the person who 
is outside industrial management may have more to say about 
that, because it attaches itself to broader ideas of efficiency, on 
which the outsider using comparisons of various kinds can speak 
with some authority; so I am speaking to-day of industrial 
rationalisation, and that is mainly a question of the right arrange- 
ment of the relations of producers to each other. You might 
have high technical efficiency and yet considerable retrogression 
in this matter of the arrangement of the whole industry ; indeed, 
it has been held that that is so. 

I imagine that this question of the right relations of producers 
to each other for the purpose of the development of the industry 
as a whole involves such aspects as these :—How far within an 
industry as a whole specialisation of function can be arranged ; 
how far within an industry as a whole capacity can be made 
elastic to phases of production; that is to say, how far, in that 
phase of production which we have now, when supply has gone 
beyond demand in many industries, capacity can, by a good 
arrangement, be adjusted most economically to the phase, 
without, remember, losing the capacity in case the phase changes. 
It has been the great merit of some schemes abroad that they 
have provided this elasticity in the capacity of an industry, 
enabling it to suspend operations in certain plants, to carry them 
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for a while on the industry as a whole, to do that in the least 
wasteful manner—because, of course, change of phase is wasteful 
—and to have their reserve in case the phase changes. That is 
another aspect of it. Again, it does have, I think, this aspect— 
or may have this aspect—the control over the extension of 
capacity, the admission of new capacity, the degree to which the 
right development of an industry implies a control over the 
admission of new producers entirely. All these things, at any 
rate, are involved in rationalisation as it is understood in the 
country of its origin—Germany. It is working more and more 
towards high concentration of control for these three purposes— 
for the specialisation of function, for the adjustment of capacity 
to the phase of the industry, and for a control over the entry of 
new investment into the industry. 

To come nearer to the conditions of this country. ‘ Ration- 
alisation ” is a word which was not heard of until a very severe 
depression hit industry, and we have to be quite sure in speaking 
about it that it is not a panic word, and that under the influence 
of that word we shall not do something which, when the phase 
changes, we shall wish we had not done in that way. The time 
will come when this country is interested, not in the restriction 
of output, but in its extension. It will not be a good thing when 
that time comes if the control of fundamental output has been 
put in the hands of great combines without proper safeguards, 
and one must be sure that the word “ rationalisation ’’ means 
something now which we will be ready to stand by when the 
phase changes, otherwise we will be faced with a new phase, or a 
recurrence of the phase of 1920, when we wanted extension, and 
when, perhaps, if unwise things are done now, we shall be calling 
the present rationalisers to account and asking them, “‘ What is 
this policy? Is this a trust or is it not? How much authority 
have we given in fundamental industries to persons whom in the 
panic of those years we called ‘ rationalisers ’? ”’ 

I think that the idea that certain fundamental industries in 
this country are retrograde in their organisation is a criticism 
which can be turned upon them only from consideration of busi- 
ness experience itself. There has been for forty years in the 
business world a tendency to amalgamate. It is the very opposite 
of the truth that the business world needs at this time of day to 
be told about that. If there is such a thing in reality as the 
economic type of the efficient business man then it must be 
supposed that he has kept up, to some. extent, with the move- 


ment of the last forty years. Therefore, if I were asking, “ Is an 
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industry retrograde?” I would first consider this: What has 
been the movement of industrial economy during this generation ? 
is that industry in step with it, or that branch of the industry in 
step with it? That is turning the experience of the business 
world as a whole upon that industry. From that point of view 
one can consider, for example, the Spinning and Weaving Sections 
of the Cotton Trade, or the Coal Trade, of this country in relation 
to general business movements throughout the world in the last 
forty years, movements which for forty years business men 
themselves have said, often in face of great opposition, were 
rational. So that in the first place one can turn on a particular 
industry this experience derived from the history of industry, 
the general ideas of industry, which has believed for a long time 
that there were advisable degrees of amalgamation and co-opera- 
tion of a capitalist kind. That is to say, it rests with certain 
industries and certain branches of industry to say why they 
should not have it. They may have a good explanation, but as a 
first approach one can consider the whole evolution of the business 
world in the last forty years as the more silent progress of 
rationalisation, and can now ask in which industry it is retrograde, 
and why. The second way in which one can approach is, one 
can take the condition of any particular industry in this country 
and abroad; that is to say, one can turn upon a particular industry 
or branch of an industry in this country the experience of foreign 
leaders, because really valuable criticism does come from the 
organisation that has been tried abroad and the success with 
which it has been tried. The Coal Mines Bill appears to be largely 
based upon that kind of comparison, to be an application to the 
organisation of the Coal Trade of the experience of the German 
leaders of the Coal Industry, and to rest, therefore, on a criticism 
of this kind: Why is it that the Coal Trade of this country has 
not found it worth while to adapt itself to schemes of organisation 
of which it must have known, which have been very public indeed 
since 1894; why has it stood out of them; what has it to say for 
itself in that respect? It may have a good answer, but that 
is the second way in which one can approach the idea of 
rationalisation. 

But still, I would not say that any industry had failed in its 
construction or in its general co-operative organisation merely 
because it was out of step with certain general business develop- 
ments. I can understand the Cotton Trade in its Spinning and 
Weaving Sections may have had good reasons. We were very 
proud of the Cotton Trade before the War. One cannot in the 
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panic of the moment fly to extreme statements. I can under- 
stand that the British Coal Industry may have a case to offer 
why it has not previously cartelled itself, knowing the experience 
of the German cartel. Indeed in 1920 the first Coal Commission 
most deliberately rejected the construction which has now been 
arranged for the Coal Industry by the Government. 

Again, I would not say that merely because an industry is 
not organised in the foreign way, therefore it has failed to be 
rationalised. The kind of criticism which is now applied to 
certain fundamental manufacturing industries was applied 
immediately after the War to Agriculture. I was a member of 
the Agricultural Tribunal, and our duty was to compare British 
agriculture with various foreign agricultures; that is to say, to 
turn upon British agriculture the experience of foreign farmers, 
and see the things that they had done to rationalise and try to 
improve the conditions of their agriculture. One thing with 
which I was greatly impressed was, that there was practically 
no scheme which was common to any large number of foreign 
countries, and that if you took the agricultural leaders of foreign 
countries they differed enormously in the schemes which they 
thought were good for agriculture, and as soon as one extended 
one’s view one saw that there was a great deal in every country’s 
organisation of their fundamental industries that was unique, 
and had to be unique. The kind of co-operation which succeeded 
in Denmark completely failed in Germany, the kind of agricul- 
tural credit for which Germany is well known does not exist in 
Denmark, and so on. ‘Therefore one has to be careful in holding 
up foreign schemes against British industrial development, and 
in assuming that, because we have not done this or that, therefore 
our Coal or Cotton is retrograde. We must wait for the Coal 
Industry to say what it has to say about these things, and merely 
put up to it the case, “‘ Things are being done in this way abroad ; 
they are not being done at home; there is great distress at home ; 
we suggest to you that you consider these matters.” 

We have these two lines. We can turn on the organisation 
of certain industries the test of the general experience of industry 
in the last forty years, and we can turn foreign example upon 
them. But that is not enough. I do not think that I would 
accept the view that our Cotton Industry required reorganisation 
from the basis, in its Spinning and Weaving Sections, or the Coal 
Industry; I would not accept the view merely on the general 
course of industrial development—there might be exceptions, 
and coal might be one of them—nor on foreign example. I 
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would want, in the third place, the assurance from leaders of 
authority in the industry itself that they were acting spontan- 
eously, and that they believed in the movement. That is why I 
am interested to know what the representative of the Cotton 
Trade is going to say. He is the rationaliser of an industry— 
before the War he would have been called the promoter of a 
combine—and I want specially to know whether the steps he is 
taking are taken from his own conviction; whether, that is to 
say, the organisation which the leaders are undertaking within 
the industry has their approval, has the consent of those who are 
closest to the technical and industrial conditions of that industry. 
In that respect there appears to be some difference between the 
Coal Trade and the Cotton Trade. So far as I am able to judge, 
the movement for “ industrial rationalisation”? does have that 
sanction in the Cotton Industry. I believe that those into whose 
hands it has been put think that on its own merits, not as a 
panic scheme for getting out of the present unemployment, but 
as a continuous phase of the Cotton Industry now and in the 
future, this movement is right. There is nothing necessary in 
that conclusion. It might quite well have been the case that 
the Cotton Industry was better conducted on an individualistic 
basis, but apparently the leaders, the rationalisers, in whose 
hands the matter now rests, do believe that as a permanent phase 
of the industry a far larger degree of amalgamation will be 
needed. That is not so true of the Coal Trade. The leaders of 
the Coal Trade, so far as I am able to follow their statements in 
the Press and in Parliament, are against the imposition on them 
by outside authorities of certain degrees of amalgamation. And 
that is a very important fact. I do not believe that rational- 
isation of that kind as a permanent phase is likely to work. It 
is most unfortunate that, if there is an external criticism of the 
Coal Trade on the basis of the number of units on which it works, 
the economists and journalists have not been able to persuade 
those who are most closely in touch with the technical manage- 
ment of the Coal Industry. I think the German Coal Industry 
has been extraordinarily successful because of the mutual inter- 
actions of cartellisation and fusions. It has been extraordinarily 
successful in showing what kind of leadership a great industry 
can have—what sort of co-operation there can be between indus- 
trial leaders, the representatives of the workmen, the repre- 
sentatives of the Government, and of the consumers, in one inter- 
locked organisation. It is, in my view, a very great fault in the 
present construction under the English Bill that, instead of 
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welding these into one system of control, we should have 
endeavoured to impose only a capitalist organisation, and then 
doubled the organisation by putting watching committees out- 
side. It takes a great deal of watching to make a full-time job, 
and the most natural and regular way of arranging for that is 
inside the organisation. 

With regard to this third test—the consent of the most 
authoritative minds in the industry to the schemes of amalgama- 
tion and co-operation—it is not so clear that we have got that in 
some cases as in others, and therefore the matter is more doubtful, 
and I think when we have a position like that we must suspend 
our judgment. 

These, then, are the lines on which I sketch the problem. 
We cannot merely point out, as journalists or economists, that 
there have been amalgamation movements for a long time. 
Everybody knows that. We cannot merely, as a matter of a 
present phase, press schemes of organisation beyond the consent 
of the leaders of industry. We must consider that the phase 
will change, and those who have responsibility must be confident 
that in five years they will not feel that they were rushed by the 
great economic dangers and difficulties of the present time into a 
remedy which sounded basic and fundamental without a real 
consent on the part of the leaders of the industries concerned. 
That is the great difficulty that I see, that the phase is going to 
change, and I do not want us five years hence to be asking what 
these monopolies in the Cotton Trade mean. Because, the start 
of movements of this kind is sensational, is public, and in a time of 
depression any sensational start may have very large public and 
economic support; but once they are started their influence is 
concealed ; we shall not know so easily the real tax which organ- 
isations of that kind may continue to impose, unless the law of 
this land adapts itself to the rationalisation movement, unless 
there is some even development of the law regarding combination 
with the progress of combination. 

Well, sir, I am afraid I have spoken rather longer than I had 
intended. I hope the Meeting understands that I am putting 
up to it the question how far the general business experience over 
a long time, and foreign experience of particular industries, and 
the opinions of leaders in those industries, have to be taken into 
account in the discussion of whether we ought to impose upon 
fundamental industries in this country, at any rate compulsorily, 
larger schemes of amalgamation. 

Mr. J. Ryan (Managing Director of the Lancashire Cotton 
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Corporation): I hardly anticipated that I was to be called upon 
to take quite as leading a part in this discussion as I am, appar- 
ently; and I should have wished that my Chairman had been 
here to continue the discussion. Perhaps you will forgive me if 
my remarks are not quite in the sequence that they should be. 
I think I can best fulfil the function thus imposed upon me by 
telling you a little of the story of how our present organisation 
commenced. 

I do not think we commenced it because we wanted to ration- 
alise. I think we should have gone on just the same if we had 
not been in possession of that particular word. I am not quite 
sure that we know what “ rationalisation’ means. We do know 
what we are setting out to do, and if other people tell us we are 
“ rationalising ” we can say what we mean by “ rationalisation.” 
Generally speaking, if a definition is required, I should say that 
we look upon it as a way to eliminate every possible waste of 
energy or material by the most efficient production of the article 
we are called upon to produce. If one goes into detail the 
definition brings difficulties. I am not going into detail. To 
understand the Cotton Trade, and its position as far as rational- 
isation is concerned, is very difficult. Our problems seem in 
very many cases to be different from the problems which we 
read about should be the problems of rationalisation. 

Some of you know, perhaps, that some three years ago a 
movement was started which was an endeavour to get together the 
spinners of the American cotton with a view to combining together 
in some form of cartel, to adjust production to the present needs, 
and some 70 to 75 per cent. of the people concerned were collected 
together for that purpose. The idea of the President of that 
Association, Mr. Tattersall, and myself, and one or two more— 
but not many more—was that we should endeavour to produce a 
stable atmosphere in which we could reorganise. I am afraid that 
a very great number of the supporters of that movement were in 
it for quite a different purpose. Their idea was to raise prices so 
that those prices would give them satisfactory returns, and that 
they could fold their hands and do nothing, and we very early 
discovered that that particular policy would lead to disaster, as, 
in fact, it did. But with this before us, and realising that that 
particular element represented perhaps the bulk opinion of the 
Lancashire spinners, we had to look round for some alternative, 
and in our investigations of the problem I think this position 
arose :—We were faced with two problems. This has been very 
clearly stated on several occasions by Professor Clay. There is a 
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major problem and a minor problem. The major problem was 
the immense loss of overseas markets; the minor problem was the 
appalling losses which the spinners, in particular, were sustaining. 
We were told that to regain those markets and develop them 
required a reduction of price; to place the spinners even on a 
cost basis required an increase in price; the two problems seemed 
diametrically opposite, and we set out to find some means whereby 
a solution of the minor problem as spinners would be a solution 
of the major problem too. It was quite evident that if we were 
going to maintain and increase our trade we would have to have 
a reduction in prices; because we must not forget that we were 
facing an expanding world trade in cotton goods, a trade which 
is still expanding. It is somewhat difficult at the moment to 
reconcile the figures of the consumption of raw cotton with the 
apparent distress in all the cotton-producing countries. The 
figures of the consumption of raw cotton still show an increase. 
Whether they will show one in another six-months I do not 
know. I should not expect they would. But up to to-day they 
have steadily shown an increase. But instead of this country 
getting the steady increase year by year, as part of that world 
increase, it turned the other way, and we were actually reducing 
the amount, and goods which we had formerly supplied were being 
produced and used in increasing quantities by our competitors. 
I do not think that we ever had behind our minds the possibility 
of a monopoly; and, as far as that goes, I do not think that the 
future need hold any fear in that particular direction. This 
country can never, as far as I can see, control world prices. We 
might have done—we did do—generations ago, but there is at 
least as much world export trade in cotton goods to-day as we do 
ourselves. England’s share is now about half. And whether 
we would wish to, whether in five years’ time the phase would 
have so turned that we were in a position that we wanted to, I 
do not see that we can ever do otherwise than have to produce 
at strictly competitive prices. We had, therefore, to find some 
means of producing at a cheaper price. The individual spinner 
has very little means at his disposal. The bulk of his production 
cost is raw material, and in his wages and his consumable stores 
as a unit there is very little scope. Looking round the whole 
problem, as far as we could understand, there were two necessities 
if we were to get out of this present position; the first was, that 
we must combine the units together on a larger scale to obtain 
the benefits of amalgamation from a production point of view, 
and secondly we must provide some closer link with the actual 
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seller of our goods. Now the Cotton Trade has a bigger problem, 
which is very seldom touched upon in academic discussions on 
rationalisation, and that is the segregation of the various parts of 
production. No one unit produces the finished article. I am 
speaking in general. We have a huge number of units to do 
one stage; some 700 or 800; another 700 or 800 to do the next 
stage; those pass on to the finishers, who then pass them on to 
someone else, who sells the goods. It was held, I think with 
some truth, that up to, at any rate, a year or so ago the whole 
trade had been carried on at a profit; not a large profit, but 
nevertheless the net result of all the operations in the trade had 
been a final profit, but that although some sections had shown 
very considerable profits, others had shown very considerable 
losses, and that those particular sections were in danger of being 
destroyed. It was therefore necessary to find some means of 
joining up the seller of the goods, the man who possessed the 
goodwill—if one can call it so—of the product, and the man who 
produced the product. Now, so long as the buyers were in a 
position to buy at below cost there was obviously no inducement 
for them to join up with the producers. Insomuch as the pro- 
ducers had been selling below cost they had been, of course, 
helping to make the major problem not so acute as it would 
otherwise have been. We had been giving away some of our 
capital, in effect, in the price at which we had sold the goods. 
We were forced, finally, to the necessity to combine the smaller 
units into larger units. 

The opener has laid very great stress upon the necessity for 
some sign from an industry that they believe that rationalisation 
is good for the industry. I am not sure that I agree with that. 
At any rate, if it is true, then one could say that rationalisation 
is bad for the Cotton Industry, because the present owners of the 
units are not in favour of rationalisation; they are definitely 
against it. Education is growing, and there are many more 
people in Lancashire who believe in large-scale amalgamation 
to-day than there were twelve months ago, there were many more 
twelve months ago than there had been twelve months before 
that, but in the main the owners of the units are in favour of 
nothing but the continued ownership of those units, and they 
will resist any effort to join that unit with other units into a larger 
concern unless they are as much a part of the larger concern as 
they are of their unit. Well, that is obviously impossible, and 
of the amount of rationalisation which has gone on in Lancashire, 
and of the amount of combination that has gone on, I think 
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hardly any can be traced to the desire of the individuals to join 
together. Before the War there was only one outstanding spinning 
combination—the Fine Spinners. They had been brought together 
by the stress of circumstances. Their industry was in a terrible 
state, and they were in danger of bankruptcy. They joined 
together at the very low point of a depression, and have been 
uniformly successful ever since. Several other amalgamations 
arose in the boom, but I think they were, generally speaking, 
more from a desire to enable financiers to float amalgamations 
rather than from any real need or demand for amalgamation. 
Ourselves and one other have come into existence since. There 
are various reasons for the other one, but I do not think that 
can be put down to a feeling that it was the only thing to do from 
the point of view of the good of the industry. I will not enlarge 
upon what I think they were, because it is not material to the 
point. As far as we ourselves are concerned, as you know, the 
bulk of the units that belong to us were in very dire financial 
stress; they in effect belonged to their creditors, and their 
creditors decided that the state of things that then existed could 
no longer continue. If those creditors whom, one could argue, 
are the leaders of cotton spinning—they are not cotton 
spinners, but the cotton mills belong to them—if their feeling 
that rationalisation was the only way out is what the opener 
means by the “ views of the leaders of the trade,” then I can 
say that the leaders of the trade are in favour, but the individual 
cotton spinner definitely is not. And I believe that it is necessary 
to look much further than that. I do not think we can leave it to 
the individuals. Vested interests will always resist a movement 
which tends to remove them, and vested interests can very easily 
hold a position which is acceptable to themselves but yet is acting 
as a parasite on an industry and slowly driving it to death, and 
to say that because that state of things brings about an opinion 
that rationalisation is not wanted, therefore rationalisation is 
wrong, would, as far as the Cotton Industry is concerned, in my 
opinion be wholly wrong. 

Gentlemen, I am taking up a lot of time, and I cannot enlarge 
upon it as much as I would like, but I want to show you in a 
small way how the position has now turned—that the whole 
system must be, in my opinion, out of date. Your tea-room 
upstairs provides me with an excellent example. You have on 
your tables there some cloths made in Japan. I do not suppose 
you know, but they are. (Laughter.) That particular cloth is 
a cloth which some months ago we set out to investigate, with a 
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view to competing with these Japanese imports, and we discussed 
the matter as spinners with the various other parts of the trade 
who would be concerned in the making. We offered the Japanese 
samples to the people who would have then taken them up as 
far as having them printed, and said, ‘‘ Would you be prepared 
to tackle this thing with us?”’ They said, “ We are not accus- 
tomed to dealing with such low rubbish ’—(Laughter)—“ and we 
are not prepared to go forward with it as far as we are concerned.” 
I did not mean to imply that the cloths upstairs were low rubbish. 
They have, in effect, been beautified by the particular people I 
am talking about—or their counterpart in Japan—to make a 
very different article from what they appear when the weaver 
has finished with them, but, as you will understand, those par- 
ticular cloths in the grey state are sent to the finisher to have a 
pattern put upon them, and stuff that looks horrible when it goes to 
the finisher often comes back looking very beautiful. They said 
they would not be prepared to tackle that particular trade, but 
they said, ‘‘ Look here! These things sell at”’—I think they 
were 2s. in the shops—‘ we could handle a very good article—a 
very much better article—at very little more money.” We went 
into it fully with them, and we discovered that we could produce 
an article which they would accept at 1s. 3d.—it would finish up 
at 1s. 3d.—and it would seem that between 1s. 3d. and the selling 
price of 2s. there was still a margin which would make it worth 
while somebody selling it. But there is not, and as long as they 
can buy the Japanese cloths at less than 1s. 3d. they would rather 
make the larger profit by selling those goods than sell the better 
article. The net result was that nothing happened, and the 
Japanese cloth continues to come in, and you continue to buy it. 
Now if one organisation was handling that product right through, 
no one would see the article until it had been beautified, and the 
test which they applied—they said they would never handle stuff 
in that state—they would not be called upon to carry out. They 
would be asked to do a job for somebody who was going to finish 
the job themselves. 

I have been looking at a large range of samples collected by 
the Mission that went to the Argentine. Those samples are very 
beautiful cloths, but they are made out of rubbish. I have 
taken part in a discussion this afternoon, and the leader of one 
of our biggest Stores said, ‘“‘ Yes, it’s all right saying ‘ Rubbish,’ 
and talking about ‘ quality,’ but what is quality? Years ago the 
ladies when they talked about quality wanted something which 
lasted for ever; now it lasts, perhaps, not quite as long as the 
fashion—which is not very long. They want an article which 
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looks nice, but it does not matter if they do not want it any more 
after this week. If you can produce an article which will last 
the length of time it is required to last, that is what quality means 
to-day.”’ Well, England is still making goods in the old quality 
line, and her merchants are still rejecting goods which do not 
come up to that line. Our competitors are producing goods which 
are of the type which modern tendencies demand. Now the 
present individual organisations will never allow that particular 
development; it is necessary for someone to carry the whole 
thing right through to the end. There is no way that I can see 
except by large-scale amalgamations with the resources to do it, 
and, whatever the future holds, I cannot see that that particular 
problem can be tackled in any other way. 

I do not profess to know anything about the difficulties of 
any other industry. I am quite ready to believe that they are 
different from those in cotton. But I do say that we are develop- 
ing our organisation in a direction which should be ahle to stand 
the problems of 1930 just as easily as the problems of 1920, and 
certainly to stand both in a better and more efficient way than 
the old system did. 

Mr. Keynes: Could Mr. Ryan tell us in a few sentences 
where the Lancashire Cotton Corporation is expecting to get its 
economies from ? 

Mr. Ryan: First of all, there is the better buying of the 
raw material; secondly, there is the increase of production from 
machinery on standard counts and cloths; thirdly, there is the 
cheaper buying of bulk consumable stores; fourthly, there is the 
power to pay for experts in each particular phase; fifthly, there 
is the power to spend money upon research, in equipment, and in 
processes which can be immediately adapted under factory 
conditions; sixthly, there is the contact between the various 
processes, which is impossible under present arrangements. I 
think those are the main heads. With regard to the first one, 
buying of the raw material. What we have done so far has 
amply proved what we set out to do. Secondly, we are buying 
to-day at prices which are as much as 35 per cent. below what 
the individual mills pay in stores. What little attempts at 
standardisation we have been able to make—because, of course, 
we depend upon the offtake to get the full benefits—are already 
showing that there is a material saving there. Those are actual. 

A Voice: Is there a saving in transport ? 

Mr. Ryan: We are not in a position to save very much on 
transport, from a yarn point of view, because, of course, the man 
who buys from us pays all that. 
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Tue Voice: It comes in the price ? 

Mr. Ryan: It comes in the price finally; and inasmuch as 
we shall, of course, co-ordinate the work so that we do not carry 
stuff across Lancashire as many times as it is carried at the 
moment, there will be saving there. We can already show some 
amount of saving from a co-ordination of journeys. As far as our 
own transport is concerned, instead of lorries of one unit coming 
empty from Preston to Manchester to collect cotton and going 
back loaded, we have them bringing cloth from one of our other 
units into Manchester and then loading up with cotton for another 
one. That is, of course, not a very big factor anyhow. 

Mr. Watson Cotiins: I was very much interested in seeing 
in to-day’s paper a report of an address delivered by Dr. W. H. 
Kecles, the President of the Institute of Physics, on the influence 
of physical research on the development of wireless. He was 
referring, evidently, to this question of rationalisation, and he 
said it was uneconomic to standardise improvements of machinery 
or products too soon, before the latest improvements had been 
incorporated, and that it was not economic to modify a stan- 
dardised form until the cost of adapting it had been recovered. 
I was very glad, having that in mind, to hear from Professor 
Macgregor to-night a warning with regard to the danger that 
attaches to some forms of rationalisation to-day. I want to ask 
this, among other things: What guarantee is there that the 
conditions of to-day will last even twelve months, let alone five 
years? Weare told—I am not going to touch on politics to-day— 
that possibly in a few years many industries will be assisted, 
or fostered, by means of safeguarding duties, or by means of 
general protection. I want to know what will be the position of 
those industries which, with that aid, set out on a large process 
of rationalisation, and then find out, perhaps at the end of another 
few years, that that artificial aid is entirely withdrawn. I want 
also, as a business man, and one chiefly concerned with finance, 
to ask what guarantee the business man has with regard to the 
supply of money, with regard to the finance that he will need for 
this scheme, or that the industry as a whole will need. Then 
there must be some very definite security for those who are 
engaged as workers in these great industries. I believe that this 
is one of the most important problems that has got to be solved 
before these schemes can be considered satisfactory. 

Proressor P. 8. FLorence: Professor Macgregor mentioned 
the test of spontaneous agreement of the men in the industry 
with the movement of rationalisation. Well, I should have to 
agree with Mr. Ryan in disagreeing with Professor Macgregor. 
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I believe that if that test were adopted, except possibly in the 
Iron and Steel Industry, we could never say that rationalisation 
was a movement to be supported. The business men, not merely 
in the Cotton Industry, with which I am not familiar—though I 
am with other industries—mostly seem to me, for various reasons 
of the most diverse nature, to be likely to be opposed to rational- 
isation. The sort of reasons I mean are usually brought under 
the head of individualism. What it actually means is, that they 
prefer power over their own little works to having a small share, 
with possibly very little power, in a large amalgamation. Secondly, 
they rather enjoy, as far as I can make out from talking with 
them and listening to them, the little game of competition; they 
love the secrecy of private enterprise and the sense of playing for 
a side; it is possibly a very British instinct; and they feel there 
is more zest in fighting against a rival than in combining with him. 
Thirdly, they like the feeling of owning a little property; it is 
rather a petit bourgeois point of view, but after all, menin the Wool 
Industry or, say, the Brass Industry are petit bourgeois, and have 
been since the middle of the Victorian era in England. Finally, 
the most important reason for their wishing to cling to their own 
little business is the feudal idea of handing it on to their family. 

This brings me to the centre of the whole question, namely, 
what economies will rationalisation bring about; and that is the 
thing we ought to discuss. I do not believe that even Mr. Ryan 
gave the most important economy, namely, that in the reshuffling 
that will occur under rationalisation you will get the industry 
under better management. It is not a question of the number 
of managers, having fewer managers, but of having better 
managers. I think Mr. Ryan illustrated that in his example of 
the cloth. Obviously from the management point of view there 
was not good management. By good management I mean 
trying to produce an article that the consumer will want. There 
was not that adaptation to the consumer’s wants. Incidentally 
I may say I think the example he gave is extremely typical of 
a number of industries—the Pottery Industry, for example. 
The potter insists on putting out cups and saucers with a certain 
glaze, which to him is all-important, but about which the con- 
sumer knows nothing whatever. You have to look at it in the 
light to see whether it is a “ good” pot, or plate, or whatever it 
is. The consumer does not care about that. A cheap piece of 
crockery with a nice pattern is what he wants, which can be 
produced cheaply in Germany. It is typical of the Pottery 
Industry and many others that there is not this adaptation to 
the consumer’s wants. What we want in England is better 
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management; management that will take the trouble to find out 
what the consumer wants, by embarking on research or otherwise, 
and will get away from the old tradition of merely producing a 
certain article of a certain standard which only appeals to the man 
in the business; it is a professional standard rather than a con- 
sumer’s standard. That seems to be the most important economy 
of all that you will get as a result of this re-shuffling, as a result 
of doing away with hereditary businesses, as a result of getting 
rid of people who merely want to play a game, getting rid of 
people who merely want a little petty power, and substituting 
people like Lord Melchett, or possibly like Mr. Ryan himself, 
who are really bringing reason to bear. In other words, I think 
one may say that the great economy of rationalisation is to put 
business—for the first time possibly—in the hands of rational 
people. 

Mp. C. R. Curtis (British and Continental Banking Co., Ltd.) : 
I join issue with Professor Macgregor straight away. When 
I first started to study economics I found it was almost impos- 
sible to pin anyone down to any definite statement; that every 
economic law seemed to be hedged about with such a succession 
of “ peradventures”’ and ‘“ perhaps’s”’ and “‘ whys” and “‘ where- 
fores,”’ that it was almost impossible to say “ This will happen ” 
or ‘“‘ This will not happen.” Well, that appears to be the position 
which Professor Macgregor has taken up with regard to rational- 
isation. He is open-minded on the subject, and before I say any 
more I will admit that I am not. I am biassed right from the 
beginning. I am biassed in favour of rationalisation, because I 
have seen it working in Germany; I have seen it in France, or I 
have seen the results of it in France, and I have seen the lack of 
it in England, and it seems to me that in order to get some idea 
as to whether it is desirable or not we might, as economists, 
study it from the historical point of view. Right through the 
ages the principle of subdivision of labour has been going on. 
Civilisation has been one long state of improvement. There is, 
however, one point that seems to have been missed: why this 
process has been slower in England lately than on the Continent. 
I think there is one very obvious reason for that, and that is the 
attitude adopted by our big financial institutions. There is one 
tremendous fundamental difference between banking procedure— 
I am speaking as a banker now—in England, or in the British 
Empire in general, and on the Continent, especially Germany. 
Our bankers say that their clients are clients for purposes of 
depositing money only; that bankers are not specialists, and 
they have no right to interfere in their clients’ private affairs ; 
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therefore if they are asked for an advance, they try to obtain a 
mortgage on the floating assets of the industry, in default of 
better security, and if the worst comes to the worst they foreclose, 
ifthey can. On the Continent they adopt quite a different attitude 
—in Germany especially. If you want an advance from a bank 
for the purpose of carrying out some scheme, the bank inevitably 
insist on one of their own directors joining the directorate, and 
they insist on playing a very big part in the development of the 
industry. They say, “‘ We will lend you this money, but we must 
see what is going on; we do not regard ourselves as lenders of 
money, we regard ourselves as custodians of this money, which 
has been given to us by other people. Therefore we have a trust 
in this money. Therefore we are going to see how it is spent.” 
That is the reason why, the moment things began to look black 
in Germany, the banks stepped in and said, ‘‘ We have loans out 
to this, that and the other firm, and they must amalgamate,” 
and they were able to exercise the necessary pressure to insist 
that that was done. In England—I do not know in Cotton, but 
I do in the Wool Trade—there are innumerable frozen credits at 
the present moment in the books of the Big Five and the other 
big banks which represent advances made to the Wool Trade, 
and which at the present moment are absolutely frozen, because 
there is no hope of the money being repaid, and were the banks 
to foreclose it is doubtful if the assets would realise as much as 
50 per cent. of the original amount of the loan. But in spite of 
this we have only lately found any desire in the minds of our 
financial institutions to combine together, and to insist on this 
movement. I do not know how far the Bankers’ Industrial 
Development Company is going to move, but I sincerely hope, 
although certain rather obstinate gentlemen in the North Country 
will object very strongly to what I say, that they will in some 
way or other be able to turn over some of these frozen loans to 
that Company and say, ‘‘ Here you are; take this responsibility 
and see that the necessary amalgamations are carried out.” 
Because I agree with Mr. Ryan that, provided we have good 
management—that is the crux of the whole matter—a large 
amalgamation must inevitably result in economies. 

Mr. Rounpway : I only intervene because apart from Cotton 
there has not been any speaker who is actively engaged in produc- 
tion. First of all, I want to thank Professor Macgregor very sin- 
cerely for the very balanced and sane and suggestive view he took 
of the question. People who, like myself, have spent their lives 
in production are proud of British industry. We believe that 
there is every reason to be proud of it. We are inclined to resent 
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sometimes, in connection with this rationalisation discussion, the 
rather cheap, superficial and popular view which, if I may say so 
without offence, was rather clearly exemplified in the speech of 
the speaker before the last. It was this “ cheap individualist,” 
this “little man playing a game,” this “ petit bourgeois,”’ who 
built up the greatest economic structure the world has ever known, 
and the greatest manufacturing nation in existence before the War, 
and there is not any evidence to persuade me that had it not been 
for the extraordinary upheaval incidental to the War we should 
not have maintained—and, indeed, we still maintain—our place 
now. There is not a producer in this country to-day who is not 
every day he is in his works endeavouring to discover how he can 
make things more cheaply, how he can get a machine that will 
eliminate handwork, how he can prepare jigs and tools and 
fixtures to speed up production, how he can standardise his 
product so that he can make two units, and ten, instead of one. 
It is his job. He is constantly at it. And it is in that attitude 
of mind that the producer, with the exception possibly of the 
Cotton Trade, which has always been a law to itself, will approach 
the question of rationalisation. I do not believe, and certainly 
not in my experience is there any inherited or inherent prejudice 
against amalgamations that can be shown to be necessary and 
likely to add to the betterment of British industry; but do not 
make any mistake; there are very clearly defined limits as to 
what you can rationalise. I have this last week been concerning 
myself with a certain product which is rationalised, and I mention 
this to show you that rationalisation is not necessarily in the 
interest of the community. The production of this product has 
been rationalised. The result is that the price has gone up, 
which is not necessary, but is very often one of the effects. The 
other manufacturers who use this product as the raw material 
are actually having to put their heads together now to consider 
how they can start a new competitor to the rationalised producer 
in order that they may get their product at an economic price. 
And so it goes on. 

I finish on this note :—Rationalisation has gone ahead in 
Germany much more rapidly than here, for special reasons. If it 
can be found that by rationalisation British industry is going to 
be improved in the interest of the community in general, then I 
do not know of anything in the British character or the British 
point of view that will impede that movement and impede the 
happy result that we expect to see from it. 

The discussion was continued by Prorgssor Sroxss, and 
ProFEssorR MacGrecor replied. 
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MARSHALL ON RENT 





A Repty To PRoFEssoR OGILVIE 


PROFESSOR OGILVIE in the Economic JouRNAL for March 
1930 has collocated passages from Marshall in such manner as 
to make the doctrine of rent appear self-inconsistent and incon- 
sistent with other parts of the theory of value and distribution. 

I believe that Marshall’s analysis of rent is fundamentally 
sound, and that Professor Ogilvie’s ingenious attack upon it 
should therefore be answered. The object of his criticism seems 
to me to be in reality a construction of his own, resting upon a 
misinterpretation of Marshall’s views. 


~ 


1. Diminishing Returns 


Diminishing return as a relation between quantity of effort and 
quantity of output. Professor Ogilvie asks: How can unlike things 
be “related”? To which we answer: Diminishing return by 
necessary implication represents more than one conjuncture. 
The relation in question is, surely, between ratios, the ratio of 
change in the quantities of one thing to the ratio of change in the 
quantities of another thing, under certain guarding assumptions 
as to the homogeneity of the things respectively,’ the unit and 
scale of change. This, I submit, is not to “‘ divide cart-wheels by 
oranges ’’—the elementary error in logic which Professor Ogilvie 
imputes to Marshall !—but to set like against like to measure 
their difference in magnitude. Professor Ogilvie asks, secondly : 
Why quantities (really ratios) of effort as compared with quan- 
tities (really ratios) of output, rather than prices, as the terms of 
the comparison? My answer is: (i) Output and effort are the 
quantities that are ultimately important for economic welfare ; 
(ii) they are, in fact, causally connected. (iii) If, therefore, we 
are to understand and explain the economic forces that lie behind 
prices we must distinguish these influences on the side of supply 
analytically (whatever difficulties may present themselves in 
practice) from the influence of demand or other factors which 
coincidentally affect prices.2 Are these fundamental propositions 
not valid ? 


1 Cf. Marshall, Principles, p. 319. 
2 Idem, ibid., p. 320, text and note; also p. 171. 


BB2 





370 THE ECONOMIC JOURNAL [SEPT. 


Diminishing returns as a phenomenon of “ economic incom- 
petence,” or as a phenomenon of ‘‘ economic pessimism.” Professor 
Ogilvie’s descriptive expressions seem to me unjustified. Marshall 
distinguished various cases in which a failure of due proportion 
between the factors of production might arise, leading in each 
case to the consequence that additional output is a function of 
more than proportionate real cost. He was careful to point out 
that, the origin of the failure and the duration of its implied 
consequences being in the several cases different, there was “ no 
very close connection” between the several senses in which 
the term Diminishing Returns might be employed. Professor 
Ogilvie’s own suggestion to confine it to one, namely to the 
short-period technical difficulty of adjusting the supply of fixed 
appliances of production to meet an alteration in demand, comes 
late,in view of the recent development of the doctrines of increasing 
and diminishing returns. But the question of terminology apart, 
it is only fair to Marshall to recognise that he uses the case of 
the “incompetent ” farmer as a concrete example to illustrate 
points of difference from, as well as resemblance to, the general 
principle he wishes to bring out. Moreover, the tendency 
indicated by Marshall for additional produce from well-cultivated 
land in an old country to be obtained only at more than propor- 
tionately increased real cost is not fairly characterised as 
“economic pessimism.” For Marshall was not writing history 
as Professor Ogilvie implies, by urging that the economist is not 
“called upon to weight the scales permanently in favour of 
nature and against poor man ”’ (p. 4). Marshall pointed out that 
the tendency in question was subject to the condition “ if demand 
should increase without limit,” and explicitly argued that 
improved general methods of production might push back its 
action.” 


2. Rent as Surplus 


(a) Margins. Professor Ogilvie offers two types of argument 
against the measurement of rent as the surplus produce of land 
over the total return which just remunerates the cultivator, 
namely, the marginal return (i.e. the return to the last dose 
of labour and capital which he finds worth while applying) 
multiplied by as many times as he has applied doses. 

Professor Ogilvie’s first argument is that the margin as fixed 
at a particular time and the margin as fixed at successive points 


1 Principles, p. 408. 2 Ibid., p. 153 and p. 633. 
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in time, perhaps very remote, ought to have different names 
and be illustrated by different kinds of diagrams. (He does not, 
incidentally, suggest how an appropriate diagram in the latter 
three-dimensional case is to be devised for presentation on a plane 
surface.) But is it improper to draw a normal supply curve 
through time to cover an indefinite number of years provided no 
revolution in technique has taken place—as Marshall explicitly 
presumes in the particular instance involving a large number of 
years to which Professor Ogilvie refers? + Conditions may be 
“utterly different ’’ at the point of origin and at the “ so-called 
margin’; but if they are the result of slow change by known 
method, are their results not properly reflected in a given supply 
curve? Opinions may differ as to whether or not a technical 
revolution has taken place in a specific historical period. But 
the logic of Marshall’s representation of the law of returns through 
time in the presumed absence of technical revolution is not open 
to challenge. Where, moreover, it is agreed that.a technical 
revolution has taken place, Marshall would be the first to argue 
that a new supply curve was necessary to describe conditions 
before and after such a revolution. The previous supply curve 
shifts its position; it is likely also to alter its slope. 

Professor Ogilvie’s second type of argument in the present 
connection is to point out (following Cassel, Hobson and others) 
that the “ dosing ”’ process of reasoning, if applied in the case of 
any factor, can, “ witch-like, raise a surplus’ from that factor. 
Hence (i) the factor land is not, on this analysis, peculiar, and 
(ii) an analysis so indifferent in application must be suspect. 

As for (i), Professor Ogilvie draws a comparison between a 
one-man tobacconist dosing himself with borrowed capital, a 
milliner dosing the capital of her shop with additional assistants, 
and a farmer dosing his land with labour and capital (p. 6). Does 
it follow, as Professor Ogilvie implies, that the return to land 
constitutes a surplus in no sense in which the return to any other 
dosed factor might not likewise be said to constitute a surplus ? 
In answer we require two distinctions unnoticed by Professor 
Ogilvie. From what point of view are these several forms of 
return to be regarded, that of the individual producer or that of 
society ? Are short-period or long-period returns in question ? 

Now the individual producer—tobacconist, milliner, or farmer 
—will in the long run vary the amount of each factor, including 
land, that he employs, until its return just covers its cost. Toa 
given entrepreneur the long-period earnings of land are a neces- 
1 Principles, p. 159. 
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sarily expected income from investment, alternatively a neces- 
sarily contemplated expense, according as the land is to be bought 
or hired. ‘‘ Land is but one form of capital to the individual 
producer ”—the words are Marshall’s.} 

Similarly, in the short run the individual producer, agri- 
culturist or industrialist regards the return from land as from a 
form of capital. But any such return comes to him in the nature 
of a surplus for as long as he is committed by contract or tech- 
nical considerations to the number of square feet of ground, or 
cubic feet of building—as the case may be—that he already holds. 
For his liabilities in respect of the fixed factor are determined ; 
and the earnings to be attributed to it can only be the difference 
between the total value of the produce and the total cost which 
he finds worth while incurring in respect of those factors the 
employment of which he can alter at will. 

Again, from the point of view of society, the short-period 
return from land is analogous to that from any other factor, the 
total supply of which is, for the time being, fixed. All such 
returns alike represent a short-period surplus. This conclusion 
follows from an argument given below (sections 2 (b) and 4). 
It therefore does not require discussion here. 

The same argument shows that not until the return from land 
is regarded from the point of view of society in the long run does 
its difference from other forms of return appear. It follows from 
it that the total supply of land, say in Great Britain, being 
permanently fixed, its long-period return constitutes a social 
surplus in a sense in which the returns to the other factors do not. 
For the latter sooner or later are influential in eliciting a given 
scale of production; in the long run they are translated into 
supply prices—true price-determining costs. Land as a whole 
in the long run in the view of society receives only the surplus 
comprised by the difference between the value of the produce 
and the sum of these costs, the value of the produce being a joint 
function of demand and these costs. 

The answer to Professor Ogilvie’s contention that the return 
to land, regarded as a surplus, is not peculiar, is that Marshall 
never said it was under all conditions, and from every point of 
view.2 In the long run, from the point of view of society, how- 

1 Principles, p. 430. 

2 ** Rven the rent of land is seen, not as a thing by itself, but as the leading 
species of a large genus; though indeed it has peculiarities of its own which are 
of vital importamce from the point of view of theory as well as of practice ” 


(Principles, p. 412). Could any statement of the case be more specific? Or, 
indeed, more familiar ! 
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ever, the return to land is, as a surplus, unique. So much and 
no more Marshall rightly, as it seems to me, maintained. 

As for (ii), analysis by ‘“ doses,” raising a surplus, is rightly 
suspect where wrongly applied, 7.e. in the absence of good and 
sufficient reason for maintaining a certain factor(s) fixed in 
amount whilst dosing it (them) with increments of another (others). 
Professor Ogilvie in his examples has omitted to inquire—as 
have others before him, but as Marshall in his discussion has not— 
into the different points of view from which, and the different 
conditions in which, it may be legitimate to postulate the relative 
fixity of supply of some particular factor(s). 

(b) Costs. The elliptical presentation of an argument is apt 
to be dangerous: Professor Ogilvie would seem thereby to have 
misled himself into an erroneous representation of Marshall’s 
doctrine of rent in relation to costs. The middle term between 
cost and price, namely supply, finds no mention in this con- 
nection. By ignoring the functional character. of costs in respect 
of supply, Professor Ogilvie naturally finds arguments made to 
turn on their metaphysical, or substantive, nature incomplete 
and unsatisfactory. Let us consider his contentions in turn. 

(i) Marshall, because of an obsession about personal exertions, 
identifies real costs with such exertions (efforts and sacrifices), 
and money costs (7.e. expenses) with the money sums paid for 
them (wages and profits),—to the exclusion of rent in both cases 
(pp. 6, 7). But Marshall’s argument is not that wages, say, are 
paid because labour represents effort. He argues that inasmuch 
as labour represents effort, and man is so constituted that the 
supply of effort is therefore a function of the return it obtains, 
that return is, in consequence, a price-determining cost. Land, 
on the contrary, represents no human effort. It follows that a 
reduced return will not lead men to withdraw land from use. 
Nor will, in an old country, an increased return make more land 
available, except through improvements which, when under- 
taken, represent capital outlay. The supply of land is therefore 
not a function of the return it obtains. Its return is, hence, not a 
price-determining cost, but a surplus described as rent. Mar- 
shall’s distinction rests, not upon a difference in the substantive 
nature of the several forms of return, but upon the fact that 
wages and profits are, whereas rent is not, instrumental in affecting 

1 Professor Ogilvie, later in his article (at p. 22), refers to this point asa 
probable reason why Marshall held special views about land. But he neither 
denies the comparative fixity of land and the comparative variability of capital 


as a fact, nor does he show why it is not good and sufficient reason for differen- 
tiating between rent and interest in so far as they are affected by this fact. 
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supply and therefore price. Therefore wages and profits are true 
costs, 7.e. price-determining costs; rent is not. The distinction 
would appear to be valid. 

(ii) Marshall is open to criticism for his argument that cost at 
the margin of production is determinable without reasoning in a 
circle, whereas cost as determined from non-marginal units of 
produce is not, since the latter so-called cost includes rent, ‘‘ which 
is wholly an effect” of cost in its significant price-determining 
sense—to put the argument rather more explicitly than Professor 
Ogilvie does in his synopsis (p. 7). The grounds for criticism 
are :—(a) rent as an effect rests solely upon the assertion that 
labour and capital are the only costs; (b) this supposed case of 
circular reasoning may (possibly?) be resolved into a case of 
mutually interdependent phenomena. 

(a) From the discussion under (i) above it follows that the 
identification of labour and capital, exclusive of rent, with price- 
determining costs does not rest upon mere assertion. No more 
need be said upon this point. 

(b) To convict Marshall of failure to recognise the mutual 
interdependence of phenomena for fear of circular reasoning, 
where the facts demand such recognition, would indeed be to see 
him hoist with his own petard. But it can hardly be maintained 
that he ignores this possibility in the present connection. For, 
under given technical conditions of production, the forces of 
demand, the reactions of those factors that are variable in supply 
in response to return, the margin of production and the price of a 
product together reach equilibrium, each element in the situation 
being ‘“‘in part governed by the others.” 1 Rent emerges only 
from the marginal conjunction so established. Price, which must 
cover the returns required by those units of capital and labour 
working with the least favourable complement of land, affords 
something more to those units of capital and labour working with 
a more favourable complement of land. To the producer during 
any given treaty with himself or another as landlord, this excess 
in respect of intramarginal units of produce represents a surplus 
which, under competitive conditions, he retains or transfers, 
respectively, in the name of Rent. To society, indifferent to the 
sharing between landlord and tenant of the price it must in any 
case pay for a given amount of produce, the excess also represents 
Rent, a harvest, garnered by him who can, dependent upon (and 
not mutually interdependent with) price-determining costs. To 
argue the latter—pace Professor Ogilvie, who incidentally does 

1 Principles, p. 427. 
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not indicate how one could proceed to do so—would be circular 
reasoning not of the right, but of the wrong type. 

-(iii) May the increased rent of land taken over (in response 
to an increase in demand) for a particular crop, say wheat, from 
a particular crop, say oats, be described as ‘“ entering into ”’ the 
price of oats? Not in any final sense, says Marshall. Yes, says 
Professor Ogilvie along with “the ordinary man,” to whom—as 
Marshall recognises—it would so appear. Professor Ogilvie 
draws an analogy with labour, similarly transferred, noticing the 
higher wages labour would obtain, the scarcity of labour for 
oat-growing, the change indicated in the marginal expenses of 
growing oats, and their alteration in price. Marshall, as I under- 
stand him, would have no objection to the analogy so far. It is 
permissible, if not desirable, to say that rent—like wages—enters 
proximately into the cost of production of oats in the given 
conditions. But further penetration, he argues, reveals that the 
new level of rent is ultimately an effect of the increased aggregate 
demand for a fixed supply of land for all uses,? whereas the new level 
of wages is not only the effect of the increased aggregate demand 
for an existing supply of labour for all uses, but also an active 
force leading to an alteration in the supply of labour as a whole, 
which in turn reacts upon the level of wages. This last double 
consequence, peculiar to labour as distinct from land, Professor 
Ogilvie entirely ignores. It supplies conclusive reason why wages 
should be considered an ultimately “‘ operative cause ”’ of a rise 
in the price of oats in the given conditions, whereas rent should 
not.® 

Professor Ogilvie raises a further difficulty in the present 
connection. He objects that Marshall, discussing rent with 
Jevons, “for the purposes of a particular argument,” without 





‘ 


1 Principles, p. 439, footnote. Or, according to Edgeworth, to say ‘‘ rent 
does enter into the cost of production ’’ may be appropriate for certain purposes, 
in particular to indicate the parties who are sufferers. . . .”” (Papers, Vol. II. p. 
172). This is why Marshall admits that it may be “ inexpedient ”’ to say it does 
not, although it is “‘ false ’’ to say it does in any finally causal sense (Principles, 
pp. 436-7, footnote). 

2 Compare the example of the meteoric stones (Principles, p. 418 bottom 
and 419 top). 

3 Schumpeter’s dictum is pertinent :—‘‘ Different propositions are true from 
different distances and on different planes of argument. So, e.g., for a certain 
way of describing historic processes, the presence of a military commander of 
Napoleonic ability may truly be said to be of causal importance, whilst for a 
survey farther removed from details it may have hardly any importance at all ” 
(Economic JouRNAL, September 1928, p. 376, footnote). Most of Professor 
Ogilvie’s apparent confusion seems to spring from overlooking this general 
truth. 
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explaining what the particular argument may be, includes the 
rent yielded by a piece of land currently laid down in wheat in 
the “ whole expenses ” of production, thus using expenses in a 
sense opposed to that in which he uses it in the Principles (p. 9). 
The difficulty clearly disappears when it is recognised that the 
rent to be obtained from a piece of land is, in Marshall’s teaching, 
a cost (expense) to the individual producer on the point of hiring 
it or not, or of using it in one way instead of another.1 The 
particular argument implied by Marshall is surely the case of a 
particular piece of land in respect of which a particular cultivator 
is exercising his option whether to lay it down in oats or in wheat. 

Professor Ogilvie raises a final difficulty, relating to Marshall’s 
discussion of the industrial as distinct from the agricultural value 
of land. He asks why if price just covers capital and labour costs 
on the “ top storey,” 2 leaving no surplus for rent, should it not, 
by parallel argument, just cover rent on the “ bottom floor ” and 
leave no surplus for wages or interest? The reason, quite simply, 
is that in the former case—price being wholly absorbed by the 
cost of the given capital and labour—production nevertheless 
will be carried to the given point; whereas in the latter case— 
price being wholly absorbed by the given rent—no production 
will take place. Logic is not logic which destroys the facts upon 
which it depends. 


3. Improvements 


It is startling to find Professor Ogilvie questioning Marshall’s 
observation that, in discussing how far the fertility of any soil is 
due to original properties and how far to man-made changes, 
account must be taken of the kind of produce raised from it; 
questioning this statement, moreover, on the general ground that 
the ‘‘ fullest discussions of the origins of a thing should not admit 
any discussion of its many possible destinations” (p. 10). As if 
fertility were a “ thing in itself”?! What of the fertility of land 
in Scotland for growing grapes as compared with growing heather ? 
Will the contribution of Nature in the former case be anything 
like its contribution in the latter? Marshall’s hierarchy—forest 
trees, grass, cereals, vegetables—reflects the increasing part 
necessarily contributed by cultivation as compared with that 

1 Cf. section 2 (a). 

2 Is it necessary that economists should come to an agreement, as Professor 
Ogilvie seems to think they should, and decide between “‘ top storeys ”’ and any 
marginal unit of produce as the point of regard in estimating expenses of produc- 


tion? Is the former not a conveniently clear illustration of a particular case 
(actual or hypothetical) of the latter ? 
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contributed by Nature to obtain these different types of produce 
from any given land. The fact that Professor Ogilvie mentions, 
namely, that forest trees are (often ?) found on soils which without 
man’s aid would not have been in existence at all, is immaterial. 
What is material is that from those same soils vegetables could be 
grown only by applying to them still further efforts of cultivation, 
the cost of which the price of the produce must cover if these soils 
are to be diverted to the latter use. 

As regards the annual value of the land, moreover, if vegetables 
are in fact produced, the part that represents true rent is likely 
thus to be smaller than it would be if forest trees were grown. 
The part that represents true interest, furthermore, will not 
include any return to investment which may have improved the 
land for growing trees but did not likewise improve it for 
growing vegetables. In short, the annual value (hence also 
the capitalised value) of any piece of land, both in so far as it 
represents rent and in so far as it represents interest, depends 
upon the use to which the land is put. 

Professor Ogilvie next argues that Marshall, in his attempt to 
show that the present value of improved land generally exceeds 
the expenses of improvement where properly computed net, is in 
error in debiting against the expenses of an improvement the 
aggregate value of the extra produce from first to last attributable 
to it. Witness the Bedford Level, the net expenses of which 
must on this computation be some negative sum! (p. 12). But 
must they? Can anyone say with assurance what part of the 
aggregate value of the extra produce since the seventeenth century 
is specifically attributable to the drainage system in question, and 
what part to growth of population and other social forces which 
by common consent are not in dispute as important factors in 
determining the value of such improved land? ‘The expenses of 
the improvement, moreover, include continually new expenses, 
e.g. those of bringing the system up to date, so that it is against 
this enlarged total of expenses, not against any original invest- 
ment only, that the aggregate value of the extra produce his- 
torically yielded must be set. Let us, however, admit that the 
net expenses of the Bedford Level could be shown to be negative. 
This still would not argue Marshall wrong. For in the paragraph 
of his in question ! he is speaking of improved land in a district, 
a district being any district in general. He would be the first to 
allow that the Bedford Level might have more than paid its way, 
if at the same time it be allowed that some other improvement 

1 Principles, p. 634. 
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elsewhere, e.g. the Middle Level, had less than paid its way.1 
Marshall’s argument, to the effect that the actual return to improve- 
ments probably does not exceed the level of return necessary and 
sufficient to cover the expense of improvement, depends upon 
“taking successful and unsuccessful returns together.” 2 The 
value of the improved land of the Bedford Level may be especially 
high; that of land adjacent to the Middle Level aqueduct is 
probably especially low. 

Now what of this last argument, that the whole of the extra 
income derived from improvements is required as a rule, even in 
an old country, to remunerate the individual owner for his efforts 
and sacrifices? In what sense is the whole required to remunerate 
the individual owner? It must—to quote Marshall—“ afford 
adequate (and no more than adequate) motive to such invest- 
ment.” ? That is, the sum of the returns through time must 
be such on the average for a particular type of investment that, 
when discounted for their futurity, uncertainty, etc. in the indi- 
vidual’s contemplation, they promise him sufficient compensation 
to overcome his psychological resistance to waiting and risk- 
bearing. Suppose the return may legitimately be expected to 
continue in perpetuity, although this will, in fact, seldom happen. 
In the investor’s calculation the income to accrue beyond his 
lifetime, still more that to accrue beyond his children’s lifetime, 
will have but small present value as an inducement to invest. 
““The whole ” of the future return, nevertheless, will be neces- 
sary to provide him with adequate motive to lay out his capital; 
but only in the sense that it is necessary to make up a given 
estimated discounted value at the time of investment. The 
value of land at later dates is a function of the return to the 
efforts and sacrifices of investment only in this sense. Marshall’s 
suggestion that the analysis might be carried back to the earliest 
origins of land in old countries, though it might raise controversial 
questions of history and ethics, does not mean, as Professor Ogilvie 
seems to think, that the ‘“‘ blood and tears of a Roman slave would 
be relevant ” to the value of land to-day. Clearly, in fact, any 
yield attributable to those efforts has long since ceased. And in 
principle Marshall’s argument only amounts to saying that at 
any point in past time the returns over the period during which 

1 “* The Middle Level main drain is crossed by an aqueduct. . . . The aque- 
duct has to be maintained almost entirely for navigation purposes, and although 
the navigation is at present quite inconsiderable, and therefore run at a big loss, 
the existence of the aqueduct subjects thousands of acres of land to the risk of 


flood ’’ (Rept. of the Royal Commission on Land Drainage, p. 38). 
2 Principles, p. 426. 3 Jbid., p. 426. Italics mine. 
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they had accrued probably were not more on the average than were 
necessary, on a basis of discounted expectation, to lead to the 
given investment of effort.1 Marshall did not believe in the 
“lasting ’’ (in the sense of “ ever-lasting ’”’) importance of efforts 
and sacrifices applied to land. It is accordingly curious to find 
Professor Ogilvie, quoting Walker, arguing that the principle of 
terminable annuities is applicable as regards the improvements 
made by a tenant farmer, as if it were a principle not contemplated 
by Marshall. It is curious that he does not “force this belief 
together ’’ with the case of the landlord who—not on a limited 
tenure—can look forward to what is to him an indefinitely long 
series of returns coincident with the total yield of the improve- 
ment, benefiting his children, perhaps his children’s children, and 
so on; to whom, therefore, the principle of permanent annuities 
appeals, later income being very heavily discounted. The prac- 
tical economic difference will be that the average tenant will not 
find it worth while to push investment in improvements to land 
as far as the average landlord in similar circumstances would 
carry it. 


4. Quasi-rent 


Quasi-rent as a surplus of total receipts over prime cost in short 
periods. Professor Ogilvie objects to quasi-rent, so conceived, 
on the same ground that he objects to Marshall’s conception 
of rent in relation to costs. The argument stated above in 
Section 2 (b) (i), therefore provides a sufficient answer. It is 
to be observed, however, that the parallel between quasi-rent 
and rent holds only for short periods.? In long periods durable 
plant, unlike land, has a supply-price. This leads us to the 
paradox which Professor Ogilvie evolves (pp. 119-20) as a further 
ground of objection :—Marshall, he claims, though describing the 
short-period return to durable plant as a surplus, at the same 
time treats the aggregate of incomes from it during its life as 
necessary profit to maintain supply, that is, as true costs. Now 
Marshall explicitly states that such incomes are “ no part of cost 
under any conditions,” * either from the individual or social 
point of view. Professor Ogilvie mentions, only to pass over, 
the sense in which Marshall held the profit to be “ necessary,” 
namely, as giving rise to expectation which affects supply through 

1 “*Tf poorer returns had been expected than those on which people 
actually based their calculations, fewer improvements would have been made ”’ 


(Principles, p. 426). 
2 Economics of Industry, p. 427. Prineiples, p. 424, footnote. 
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new investment when that becomes practicable. Anticipated 
return to new investment in the long run, and actual return 
accruing to existing plant in the short run, are hardly identical ! 
The former, realised as interest, effectively operates upon supply, 
cost of production, and price; the latter, quasi-rent, is impotent 
in these respects—mere evidence upon which reasonable expecta- 
tion may be based. The point is made in more detail in the 
argument relating to improvements above, the improvements in 
present question having a limited life. 

Quasi-rent as a function of the degree of maladjustment of supply 
and demand. Marshall, I believe, would have been surprised to 
find himself the author of this view of quasi-rent as Professor 
Ogilvie sets it out. 

First as to the alleged contradiction that Marshall holds 
maladjustment to belong peculiarly both to short and to long 
periods (p. 16). What do these terms mean with reference to 
the present problem? For the theory of value in relation to cost 
—one context in question—the terms carry the technical signifi- 
cance, respectively, of periods within which it is not, and within 
which it is, physically possible for the supply of appliances of 
production in general to be brought into active mutually balancing 
relations with the demand for them in such wise that the supply 
and demand for final products will be brought into similar relation. 
In a dynamic society such as ours new disturbances are, in fact, 
ever arising before any particular balance is achieved. But each 
new equilibrium is more effectively approached at a longer 
rather than a shorter interval of time from each new disturbance, 
It would, moreover, endure indefinitely if outside forces did not 
disturb it anew. Passive maladjustment is therefore associated 
with short periods; active adjustment with long periods. 

Does Marshall reverse this thesis in the second context in 
question, namely, where he contrasts old investments in appliances, 
and compares new investments in appliances, with investment in 
materials and labour that is soon and often repeated—contrast 
shading into comparison the younger any given investment in 
appliances? Surely not. 

He does not, in fact, use the terms short and long period in 
the present connection. His argument, as I understand it, is 
this. New investment in appliances is the process whereby their 
supply is in due course brought into mutually determining equi- 
librium relation with demand. This state of affairs, therefore, is 
akin to that which exists continuously, even in a dynamic society, 
in respect of the supply of and demand for materials and labour. 
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For it is reasonable to presume that the process of investment in 
these forms of resources is not, under competitive conditions, 
prevented by physical or other difficulties from maintaining 
a continuously active equilibrium. Professor Ogilvie mistakes 
this constantly effective activity of adjustment for a short-period 
phenomenon instead of recognising it as the long-period phe- 
nomenon it is.1_ The contradiction of which he accuses Marshall 
disappears in the light of such recognition. 

In what way, then, do old investments in appliances present 
acontrast? They represent for the time being a definite commit- 
ment, likely in a dynamic society to be inappropriate in scale, 
and having in any society no direct part in the process of relating 
supply and demand. The distinction between such old invest- 
ments and investments newly effected, or taking place, is clear, 
even if, as Marshall maintains, it is not absolutely clear-cut. For 
investments vary in age, and the returns to those that are more 
recent bear more potently upon expectation, which in turn, 
through the rate of interest, governs the investment of free 
capital.2_ Capital in process of investment in appliances is thus 
a limiting case. As the means whereby an ultimate balancing of 
the supply of and demand for appliances is approached, it corre- 
sponds with investment in materials and labour continuously 
balancing the supply of and demand for these resources 
respectively. 

Maladjustment thus characterises the supply of durable 
appliances for short periods from each point of disturbance in a 
dynamic society. Quasi-rent, the short-period income from such 


1 Clearly Marshall would not have described as a short-period phenomenon 
this continuously active equilibrium which perpetuates itself indefinitely. 
Professor Ogilvie cites (p. 16) Marshall’s quotation of Devas’ words, “‘ the longer 
the run, the more hopeless the rectification,’’ as bearing upon his (Marshall’s) 
view of the matter. Unfortunately for Professor Ogilvie’s case, Marshall, in 
fact, introduces the quotation as follows :—‘‘ An answer may be given to the 
objection that ‘ the longer the run. . . etc.’ ”’ (Principles, p. 379, footnote). 

2 Marshall’s argument that the causes that govern the value of free capital 
are akin to those which govern interest, whereas those that govern the value of 
fixed capital are akin to those which govern rent, because the value of free capital 
and its anticipated income may be directly represented as a ratio, whereas the 
value of fixed capital may be ascertained only by capitalising the net income it 
yields, does not depend—as Professor Ogilvie suggests (p. 16)—on using a 
‘* particular method of ascertainment of these values respectively.”” Marshall’s 
conclusion follows because its anticipated income does, in fact, reflect the cost 
(supply price) of free capital, whereas the net income from fixed capital does not, 
in fact, reflect the cost of that capital, but gives that capital a value independent 
of its cost in the same way that the rent of land gives land a value independent 
of any cost. The particular method of ascertainment of the value of the capital 
in each case depends upon the way that value is in each case, in fact, determined. 











382 THE ECONOMIC JOURNAL [SEPT. 





appliances,! is, therefore, in a dynamic society necessarily as- 
sociated with maladjustment. But although this is so in fact 
in the economic world of our experience, in which maladjustment 
is perpetually arising, in principle quasi-rent in respect of any 
standing investment in appliances would not, on Marshall’s 
analysis, vanish in a stationary state in which the supply of and 
demand for appliances in general would always be kept in mutual 
balance by an appropriate rate of new investment. For, although 
the income from existing appliances would correspond in magni- 
tude with the interest to be obtained on new investment, it would 
still—from the point of view of society and the investor alike— 
not correspond in character.2, It would still differ from the latter 
in being ineffective with regard to supply, and thus could not be 
held to be in the nature of a cost. 

A word remains to be said as to the sense in which all prac- 
tical cases of quasi-rent depend upon the degree of maladjustment 
between supply and demand. Professor Ogilvie cites Marshall’s 
statement in the classic instance of the meteoric stones, to the 
effect that if the divergence from cost of the short-period income 
they yield is likely to be great, that income is “ more nearly akin 
to a rent than to interest on the cost of producing the stones ” 
(p. 17). He infers from it “much maladjustment, quasi-rent; 
little maladjustment, quasi-interest ’’—in short, that Marshall 
‘calls incomes by different names because the maladjustments 
effecting them differ in magnitude.” But is Marshall thus at 
fault? The implications of the statement seem to me to be 
these. Amongst incomes that are associated with conditions of 
maladjustment, those that represent greater divergence from cost 
are apt to endure longer, since it will, in fact, take longer in such 
cases before an active balance between return and cost can super- 
sede the passive relation of return to cost. These more divergent 


1 Under present-day conditions, of course, the supply of materials and 
labour is not adaptable at will. But, as Marshall himself argued, both materials 
and labour, if their supply became difficult to adjust, would be in the same 
category as durable appliances—earning short-period returns in the nature of 
quasi-rent on already existing investment of capital or effort, and long-period 
returns, interest or wages as the case might be, on new investment of the given 
kinds. 

2 Professor Cannan puts the position clearly. ‘‘ I know of no example in 
which Marshall applies the term (quasi-rent) to an income which is neither above 
nor below but coincident with normal profits; but there is nothing surprising 
in this: in such a case he regards the conception of quasi-rents as of no importance. 
And the case seems amply covered by the very definite statement—‘ In every 
case the net income derived from the investment of capital, when once that 
investment has been made, is a quasi-rent’’’ (Review of Economic Theory, p. 
324 foll.). 
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incomes, therefore, in respect of their greater endurance as com- 
pared with less divergent incomes, more nearly resemble true rent 
which endures indefinitely. All the short-period incomes in 
question are alike quasi-rents : Marshall says here only that some 
are more, some are less, like true rent in regard to the time they 
last. 


Readers of Marshall, who are puzzled by his sometimes 
ambiguous and often elusive statements about rent, will be 
grateful for Professor Ogilvie’s spirited and stimulating attack. 
But I hope that these comments may have helped to show that 
the different parts of the doctrine are mutually consistent, and 
consistent with the rest of the theory of value and distribution ; 
that the whole of the doctrine is sound in its essentials. 

M. Tappan HoLLonpD 
Girton College, Cambridge, 
July 1930. 


No. 159.—vo.L. XL. 











THE STATISTICAL DERIVATION OF DEMAND CURVES 


1. For the purpose of this study demand curves are conceived 

as stating the quantities of a commodity that a market will buy 
during a short interval, say a year, in response to different average 
prices proper to the interval. We thus tacitly assume that 
variations of price within the interval have no significant effect 
and that, for practical purposes, the average price proper to the 
whole interval may be regarded as if it were also the actual price 
proper to each part of it. Provided that our intervals are made 
reasonably short, no serious error is likely to result from this 
simplification. 

2. In the preceding paragraph the phrase, the price ‘‘ proper 
to” a given interval must be understood in a special sense. It 
sometimes happens that the prices recorded for, say, a particular 
week are not the prices at which the things that have changed 
hands in that week, and so come into the record of quantities, 
have actually been sold. The bulk of the money has changed 
hands as a result of contracts made some time ago at prices ruling 
then or at ‘‘ future ” prices anticipated then. When this happens 
there is no direct connection between the price recorded for the 
week and the quantity of sales recorded for it. For constructing 
demand schedules there ought to be set against the quantity the 
price at which the items included in it were, in fact, sold. It is 
this, and not the contemporaneous recorded price, that constitutes 
the price “‘ proper to”’ any given interval. Detailed knowledge of 
the arrangements under which particular commodities are marketed 
is needed to reveal this price ; and when, in lack of such knowledge, 
contemporaneous recorded prices are used, error may result. The 
risk of this is obviously greatest when price-quantity records over 
a succession of very short intervals—e.g. daily or weekly intervals 
—are employed. Provided, however, that our intervals are made 
reasonably long, e.g. if annual averages of quantities and prices 
are used, it may be hoped that, for most ordinary commodities, 
errors due to this cause will not be large. In what follows it is 
assumed that we are concerned with commodities in which the 
recorded prices for our intervals may be regarded as the prices 
proper to them, or, failing that, that detailed inquiry has enabled 
us to substitute the “ proper” for the recorded prices. 
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3. The definition given in the first sentence of this article 

makes the demand curve relevant to any interval connect prices 
and quantities in that interval without reference to anything 
outside it. Thus we must not say that the demand curve at any 
time is one thing from the standpoint of a short period and another 
thing from the standpoint of a longer period. If the price P, of a 
first interval has fallen in a.second interval to P,, and has been 
held at that level in the third interval also, and if, as a consequence 
of the price situation, the quantity purchased is greater in the 
third interval than in the second, this fact must be expressed by 
saying that the low price in the second interval has reacted to 
make the demand curve in the third interval higher than it would 
otherwise have been. In every interval there is a single definite 
demand curve, no matter by what process it has become what it 
in fact is.+ 

4. One further preliminary point must be made clear. When 
it is said that there is, in respect of any commodity, a single 
definite demand curve for each interval, this must not be taken to 
imply that the quantity demanded is a function of the price of that 
commodity and of nothing else whatever. It may also be a 
function of the conditions of supply of several other things. But, 
in respect of each interval, these conditions are presumed to be 
constant. More commodiously, if t be the distance of any interval 
from some basal moment, we write, ignoring the fact that our inter- 
vals are in practice of finite duration, 7, = ¢(p,,t). In respect of a 
given interval ¢ has some constant value, say T; and, when this is 
given, all the other conditions relevant to the quantity demanded, 
except only the price of our commodity, are conceived as frozen 
solid. So interpreted, the statement that there is, in respect of 
our commodity, a single definite demand curve in respect of each 
interval is true, no matter how many substitutes and so on there 
may be for it. 

5. The nature of our demand curves being thus understood, it 
is evident that the whole of what statistical studies can accomplish 
directly is to give us a single price-quantity relation in respect of 
each interval; that is to say, a single point on the demand curve 
appropriate to each interval. The data by themselves yield this 


1 It should be noticed that, if a definition of this type is employed in dealing 
with problems of tax incidence, the fact that the position of the demand curve in 
one interval may be affected by the price that ruled in a prior interval makes it 
necessary to use a more complex formula for determining the reletion between 
taxes and resultant price changes than would have been necessary had our demand 
curve stated the relation between prices and quantities when a sufficient time is 
allowed to admit of their being fully adjusted to one another. 
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and nothing else whatever. It is, therefore, impossible to derive 
the demand curve as a whole or any part of the demand curve (save 
the single given point) in respect of any interval unless we marry 
to the statistical data some hypothesis or hypotheses external to 
them and derived from elsewhere. The purpose of this paper is to 
study certain hypotheses between which and the data marriage 
may be expected to be fruitful. 

6. Before the main problem is attacked it will be well to make 
clear what is meant by the derivation of a demand curve from 
statistics in an ideally simple case where none of the complications 
of real life is present. Suppose, per impossibile, that we have, 
not one price and quantity, but a number of different prices and 
quantities all relating to the same interval; or, what comes to the 
same thing, suppose it to be known a priori that the demand 
curves of all our intervals are exactly alike, so that our price- 
quantity data refer to the same demand curve, and all the points 
of which they are co-ordinates lie on this curve. Even now the 
data by themselves do not enable us to derive the curve; for we 
have no evidence about the part of it that lies beyond or between 
the observed points; and there are an infinite number of ways in 
which a line can be drawn joining any two points.!_ We, there- 
fore, need some hypothesis which will enable us to infer unknown 
points from known ones. Nobody seriously contends that any 
plausible hypothesis is available for purposes of extrapolation : 
that is, for making inferences about the part of the demand 
curve which lies at any substantial distance beyond the region 
over which observations are available. But over the region 
in which our observations lie there is a plausible hypothesis 
available. This is that the rate at which the ratio —P™°?_ 

quantity 
changes is not likely itself to change by sudden jumps; in other 
words, that the demand curve, when drawn out in a figure, is 
likely to have a smooth and not a kinky appearance. This 
implies, further, that the part of the curve joining any two points 
that are very close together will not differ appreciably from a 
straight line. On this basis what we have to do is to draw a 
free-hand line between all the known points in such a way as to 
make it as smooth and as little jerky as possible. The result should 





1 It is this fact which Professor Schultz has in mind when he writes: ‘In 
order to derive an unequivocal coefficient of elasticity, we must first derive the 
equation to the demand curve ”’ (Statistical Laws of Supply and Demand, p. 14); 
that is to say, we cannot derive the elasticity at any point from our knowledge 
of that point and of other points at however small a finite distance from it until 
we know the course of the curve between the points. 








— 


"Oo = Co, @ ©, @ ese & = 


- 
— 


a0 








‘ts 








1930] STATISTICAL DERIVATION OF DEMAND CURVES 387 





be an approximation to the actual demand curve. If we are given 
a great many points fairly close together, all plausible drawings of 
the curve will be very much alike. But, if there are any sub- 
stantial gaps in the range of observations, alternative curves 
differing appreciably from one another may fit the facts almost 
equally well. We are then only entitled to say that the actual 
demand curve over the range of observations lies somewhere 
between specified limits. In the former case, to put the matter 
otherwise, our inferred demand function is subject to a small, 
in the latter to a large probable error. 

7. In real life there is, in general, no warrant for the hypothesis 
that the demand curves in the different intervals for which data 
are available are all exactly alike. Such a state of things is obviously 
very improbable a priori. Moreover, if, with respect to any 
ordinary set of data, we tentatively postulate it and proceed to 
construct the demand curve proper to it, the nature of the results 
will often show a posteriori that the hypothesis is not appropriate. 
This will be so if, as may well happen, no curves except such as 
contain violent twists and turns can be made to pass through all 
the observed points. In short, in all ordinary cases in real life 
the demand curves in our different intervals must be presumed to 
be different. While retaining the hypothesis that the demand 
curve for each interval is. smooth and not kinky, we require then, 
if our statistical data are to yield any result, some new hypothesis 
or hypotheses in place of the hypothesis that the curves for all 
the intervals are exactly alike. 

8. The simplest hypothesis which, when it fits the facts, 
completely serves our purpose is that the differences between the 
demand curves in different intervals are all of a sort that can be 
definitely known and calculated. Thus, if between two given 
intervals population alters in a defined proportion, while real 
income per head remains unaltered and monetary arrangements 
are such that money income per head is also unaltered, and if 
nothing else whatever relevant to the demand curve for our 
commodity takes place, the demand curve in the second interval 
must lie throughout its course at one (the same) horizontal distance 
from the demand curve in the first interval, and this distance must 
be such that the quantity associated with any given price in the 
second interval is equal to the quantity so associated in the first 
population in the second interval 
population in the first interval © 
Thus, if that fraction be m and if x’, and x’, be the quantities 
in the demand curves proper to any two intervals that are 





interval multiplied by thefraction 
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associated with any price p, then 2’, = mz’,. Let p,, p, and so 
on be the prices and 2,, x, and so on the quantities actually 
observed for the successive intervals. It follows that, from the 
quantity observed in the second interval in association with the 
price pz, we can infer the quantity that would be associated with 
the price p, in the demand curve of the first interval; and simi- 
larly for the prices p,, p, and soon. The demand curve for that 
interval can then be derived in the manner described in the pre- 
ceding section; and, when this has been done, the demand curve 
for any rth interval can also be derived by multiplying the quantity 
associated with each price in the demand curve of the first interval 
; opulation in the rth interval . 
by the fraction aoaale Saag tae aay eg ee poe It is easy to see 
that, if population and real income per head remain stationary, 
but the general level of prices is altered through currency 
movements, an exactly analogous method of derivation is 
available. The price in any rth interval being p, and 
the quantity z,, the price on the demand curve of the first 
interval associated with a quantity 2, must be p, multiplied by 
eneral price index in the first interval 

ae price index in the rth interval ° “hoe the 
demand curve for the first interval can be derived: and in like 
manner the demand curve for any other interval. This derivation, 
it should be noted, is only satisfactory when conditions are such 
that no important changes in the general price index are taking 
place otherwise than in consequence of currency changes. Subject 
to this condition, it is further easy to see that, when both the 
above causes of change are at work, the two preceding methods 
of derivation can be combined. It may be added, as a point of 
interest, that, when the population factor alone is in play, the 
elasticity of demand must be the same in the demand curves for 
all the intervals in respect of any assigned price: when the 
currency factor alone is in play, the elasticity must be the same in 
all of them in respect to any assigned quantity : when both factors 
are in play, neither of these propositions is true. 

9. In real life it is very improbable a@ priori that the demand 
curves in a number of different intervals (of appreciable length) for 
a commodity taken at random will differ from one another solely 
on account of causes whose effects can be calculated from facts 
external to the commodity in the manner described in the preced- 
ing section. Nor have we to do here with a mere vague general 
improbability. We know for a fact that many causes quite 
different in type from those so far described are frequently at 
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work. First, in respect of commodities of a kind for which people 
can, if they will, postpone or antedate their purchases—and this is 
true in some degree of most commodities—the demand curve of 
one interval may differ from that of another because in the one 
interval people’s expectations about what is going to happen to 
prices and production in the future is different from what it is in 
the other. If, for example, they think that a duty will probably 
be put on motor-cars, this will stimulate them to buy now; if 
they think that a duty will probably be taken off, that will 
stimulate them to hold their hand. This, of course, applies not 
only to dealers, but sometimes to ultimate consumers as well. 
Secondly, in respect of commodities that are rivals or complements 
to other commodities, the demand curve of our commodity may be 
different in different intervals because the supply conditions of the 
rivals or complements are different in the two intervals. Thirdly, 
productive technique in general, and therewith real income per 
head, may alter. Since, whena man becomes better off he does not 
simply increase his purchases of all things in equal proportion, this 
implies that his demand curve for most particular things in terms of 
things in general is altered. With the currency so adjusted as to 
keep the general level of prices unchanged, this means that the 
demand curve as expressed in money for most particular things is 
altered correspondingly. The kind and degree of alteration that 
takes place will be different for different commodities and cannot 
possibly be determined a priori. Fourthly, the distribution of 
purchasing power may change in a progressive manner in favour 
of the poorer as against the richer classes. This must imply a 
relative constriction in the demand for expensive luxuries and a 
relative expansion in that for mass-comforts. Fifthly, people’s 
tastes may alter. Professor Schultz, for instance, believes that 
there has been for a long period a growing taste for sugar in the 
United States. Obviously this implies a series of divergencies be- 
tween the demand curves of successive intervals of a sort that can- 
not be calculateda priori. Lastly, tastes remaining unaltered, the 
distribution of purchasing power may be changed in ways that 
favour or injure groups among whom the taste for our commodity 
is especially keen. The demand curves will be affected by this 
sort of change in the same manner as they are by alterations in 
tastes. In view of these facts it is obvious that the method of 
deriving demand curves described in the preceding section is not 
adequate to the conditions of real life. If confirmation of this 
conclusion is needed, we have only to apply the hypotheses of 
that section to a few sets of statistics. The resultant demand, 
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curves will be found to embody twists and turns so violent as 
to leave no doubt that these hypotheses are not applicable. 

10. In recent years a number of writers, recognising these facts, 
have attacked our problem. Professor Moore, Dr. Schultz, 
Professors Warren and Pearson and Dr. Leontief have made 
notable contributions on these lines. I do not propose here— 
nor indeed am I qualified—to examine in detail this important 
pioneer work. A little must be said, however, about some of the 
methodsemployed. In his Statistical Laws of Demand and Supply 
Dr. Schultz, examining more particularly sugar statistics, employs 
two methods which he names respectively the method of link 
relatives and the method of trend ratios. The method of link 
relatives may be set out thus. The link relative of consumption 
for any year is obtained by dividing the consumption of that year 
by the consumption of the preceding year; and the link relative 
of price is obtained in the same way. Points are then set in a 
system of rectangular co-ordinates, the co-ordinates of each point 
being the !ink relative of price and the link relative of consumption 
for the relevant year. A straight line is then fitted to these points 
on the assumption that the reason why any points fail to fall on the 
line is that they are subject to vertical and horizontal errors, the 
two sorts being of equal importance. The equation of the line so 
obtained is the law of demand in terms of link relatives. From this 
the law of demand for any given year in absolute quantities— 
i.e. the demand curve—is readily derived by a simple substitution.! 
The method of trend ratios proceeds on the same lines, save that 
here the fundamental data are the ratios of consumption and 
prices in each year to their respective trends. This method has 
the disadvantage that, if the movements of consumption and of 
prices are both perfectly smooth, being brought about, for example, 
by a steady improvement in technique in the face of constant 
conditions of demand, it will necessarily fail: a paradox from 
which the rival method is free. Itis plain that both these methods 
require for their justification the assumption that the demand 
curves may be treated without serious error as straight lines and 
that their movements conform to certain conditions. It is not, 
however, easy to make explicit precisely what these conditions 
are. A mathematical machine is grinding out results; but the 
exact nature of what was put into the machine at the beginning is, 

1 Statistical Laws of Demand, p. 41. I am not clear as to the relation which 
Dr. Schultz conceives to hold between this demand curve and what he calls the 
‘* static ’? demand curve of Marshall’s analysis. He cautions the reader against 


regarding the two as equivalent (p. 94); butin his discussion of taxation in Part IIT 
of his book he himself appears so to regard them, 
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at all events to non-expert readers, somewhat obscure. This is 
true in a still higher degree of the more complicated method of 
deriving demand curves employed in his interesting article in the 
Weltwirtschaftliches Archiv of July 1929 by Dr. Wassily Leontief. 
Amore serious difficulty is that, while the objective sought by these 
writers in respect of any interval—year or month—is avowedly 
the most probable demand curve, not the actual demand curve, 
no explicit calculation is made of the probable error to which the 
results attained are subject. We are not told, nor, I think, can 
we easily ascertain, within what limits the actual demand curve is 
more likely than not to lie. This is a very important matter, 
because some sort of data must obviously allow of a more reliable 
conclusion being drawn than is possible with other sorts. With- 
out venturing on further criticism, I desire here to suggest a method 
more tentative and less mechanical in character than those which 
I have been describing, in which the assumptions made are 
precisely stated and a rough judgment about the reliability of 
results is easily reached. 

11. The basis of this method is an elementary proposition in 
geometry. Suppose that we are given three points with co- 
ordinates (p,, X1), (Pa, Xg), (Pg, ¥3); and that three parallel straight 
lines equidistant from one another vertically (which implies also 
horizontally) have to be drawn to pass through these points. 


Write d, = Pi ae Pe 
dz = Pz — Ps 


White also a, and a, for the vertical distance of the first line above 
the second and of the second line above the third. Then the slope 
of the lines 


1 Ce 


dz — Ay 


This is obviously equal to 
ai (d, — 1) — (dy — a) _ - (d, — dy) — (a, — @y) 


(1 — Ce C1 — Ce 








Thus two triads of lines can be drawn through our three points, 
the slope of the lines in each triad being equal numerically but of 
opposite sign. If now we add the requirement that the lines 
passing through the three points must be inclined negatively, 
only one triad is possible, namely, that one of the aforesaid two 
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whose slope is negative, that is to say, the one whose slope is 


(d, — d,) — (a, — ag) 


Cy — Cy 





d, — d, 
:” “ 
the value of the as may be. In these conditions, then, the slope 
of all the lines in the triad equals —“— 2, When (a, — a,) is 
: 
positive, the slope is numerically < — .-- When (a, — a,) 
1— &2 


= 
say, when the curve proper to the third interval is further to the 


left of, or less to the right of, that proper to the second interval than 
that proper to the second interval is of that proper to the first, 


When a, — a, = 0 this reduces to — , no matter what 





is negative, the slope is numerically > — That is to 


a under-states the numerical value of the 


1— ¢2 
slope of the curves: in the converse case it over-states it. 

12. Now it is obvious that this piece of geometry can have no 
relevance to the problem of deriving demand curves unless we are 
entitled to assume that these demand curves, over the range 
covered by our observations, either are, or are related in a definite 
manner to, straight lines. It does not seem likely that many 
demand curves actually are straight lines; for this implies that 
the change of 1d. in price per unit is associated with the same 
absolute change in quantity purchased whether the price we start 
from is six pounds or six pennies. It is much more plausible to 
hold that an equal (small) percentage change in price is associated 
with the same percentage change in quantity purchased whatever 
(over the relevant range) is the initial price. In other words, it is 
much more plausible to hold that our curves (over the relevant 
range) are constant-elasticity curves than that they are straight 
lines. Indeed itis a priori probable that over small ranges demand 
curves do, in fact, usually approximate to constant elasticity 
curves. Now it so happens that the constant elasticity curve, 
though, of course, it is not a straight line, is related in a precise and 
definite manner to a straight line. For, if price be written p and 
quantity purchased x, the elasticity of demand in respect of a 
, d log x 
purchase x may be written dlog p" 
constant, a curve drawn with the logarithms of quantities pur- 
chased as abscisse and the logarithms of prices as ordinates will 


the formula — 





Hence if this elasticity is 
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be a straight line. This fact has been made use of by Dr. Leontief 
in the article cited in section 10. 

13. In order that our piece of geometry may be brought 
successfully into play, it is necessary, however, not only that the 
curves in any triad shall be straight lines, but also that (1) they 
shall be parallel, and (2) that the distance between the first and 
second and between the second and third shall be equal. The 
logarithmic lines will be parallel if the elasticities of demand 
(assumed constant over the relevant range) are the same in each 
of the three successive intervals. It is not unreasonable to suppose 
that, with moderately short intervals, this condition will often be 
approximately satisfied. The condition of equi-distance between 
the first and second and between the second and third curves will 
be approximately satisfied if and in so far as the state of demand is 
changing under the influence of causes that act in a continuous and 
gradual manner. Strictly, it will be noticed, equal distances be- 
tween successive curves imply, since our curves are lagarithmic, 
increasing distances between the demand curves in non-logarithmic 
form from which they are derived. But, with small intervals, the 
difference between equal percentage and equal absolute distances 
is very small. Of the causes examined in section 9 some 
are likely to operate as a general rule in this way; but others, 
notably shifts in expectation about the relation between the future 
and the present prices of the commodity directly concerned, are 
likely to operate sporadically. When causes of the latter type are 
in play the condition of equi-distance between the first pair and 
the second pair of lines in our triad is likely to be violently 
violated. 

14. The method of deriving demand curves which I am pro- 
posing may now be set out. First make tables, for the successive 
intervals given in observation, of (1) the logarithms of observed 
prices and (2) the logarithms of observed quantities. Secondly, 
writing p,, P,, etc. for the successive prices, and 2, %, etc. for the 
successive quantities, calculate 


(log x, — log x) — (log x, — log 3) 
(log p, — log pa) — (log p, — log pg) 





and place the result against the third interval; calculate 


(log x, — log x3) — (log x3 — log a4) 
(log pz — log ps) — (log ps — log p4) 





and place the result against the fourth interval; and so on for all 
the intervals. When in respect of any interval the figure obtained 
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in this manner is positive, it cannot measure the elasticity of 
demand for the relevant triad; a swing in demand must have 
occurred between the second and third intervals widely different 
from that which occurred between the first and second. When the 
figure attained is negative, it may measure this elasticity. If the 
distances between the first and second and between the second and 
third lines in the triad are equal, it does measure it. For 
example, if all other things, including real income per head, 
are unchanged over the period covered by any triad, and 
if population and (or) money income per head change in 
the same proportion—so that their logarithms changed by the 
same absolute amount—between the first and second and 
between the second and third intervals, the figure that emerges 
is the true elasticity of demand. Nothing would be gained 
by correcting the original data for population and currency 
changes before manipulating them. If the demand curve moves 
less towards the right or more towards the left in the second half 
than it does in the first half of our triad, the figure that emerges is 
less than the true elasticity of demand: in the converse case it is 
greater than the true elasticity of demand. Thus, if, other 
things being equal, population or money income per head is 
increasing at a constant absolute rate, which implies a de- 
celerating geometrical rate, our figure will slightly under-estimate 
the true elasticity of demand ; and by employing data corrected for 
population and general price changes we shall obtain a figure which 
will be slightly larger and, pro tanto, more correct. As a rule, for 
most triads there is likely to be some disturbance consequent 
upon discrepant swings of demand as between the two pairs of 
intervals. We cannot tell a priori what degree of disturbance 
has occurred in respect of any given triad: though, for certain 
triads, for example those during the course of which an expecta- 
tion of change in the rate of duty imposed on the commodity 
concerned has emerged, considerable disturbance may be looked 
for. When, however, we bring into account all our triads to- 
gether, useful results may sometimes be obtained. The table of 
calculations taken as a whole may, indeed, reveal conditions so 
chaotic that no inference about the form of the demand 
curve can safely be drawn from it. If, however, the triads 
yielding negative figures constitute a large proportion of the 
whole, if the figures obtained in respect of a large number 
of the triads are grouped together fairly closely, and if there 
are no indications of a substantial trend of increase or decrease, 
it is probable that throughout the observed period the form 
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of the demand curve has been substantially similar and that 
the elasticity of demand lies within limits that can be specified. 
In other conditions the table will suggest that alterations of form 
have taken place about which something definite can be said. It 
should be noted that, since a given swing in the demand curve 
shifts the price related to a given quantity—and the quantity 
related to a given price—by some absolute amount, the resulting 
proportionate error is likely to be very large when the differences 
among either the observed prices or the observed quantities in a 
triad are very small. Hence it will be well to suspect the witness 
of triads of this kind and to prefer that of triads where both the 
observed prices and the observed quantities differ substantially 
among themselves. I suggest then that in tables obtained in the 
way proposed above all positive figures should be ignored and 
also negative figures that are seriously suspect on the ground 
just indicated. On the assumption that the (logarithmic) demand 
curves of all the intervals are parallel straight lines, the figure in 
the final column derived from each triad may be regarded as an 
“ observation ”’ of the elasticity of demand, subject to an “ error ”’ 
due to a deviation from equality between the distance of the second 
line in the triad from the first and the distance of the third line 
from the second. It is not, however, to be expected that the 
errors in this type of observation will be distributed in accordance 
with the normal law. Hence a mechanical treatment of them is 
not warranted. More particularly, in view of the fact that some 
of the observations with which we are proposing to work 
may easily, on account of “‘ error,”’ show a very large (negative) 
elasticity, while none can show an elasticity numerically less 
than 0, no especial significance can be attached to the arith- 
metic average of their observations. The following procedure is 
probably as little unsatisfactory as any other. Find the limits 
within which half of the unrejected observations lie. If the 
whole table shows a reasonably narrow range of scatter, and if the 
proportion of observations which has had to be extruded is small, 
the elasticity of demand may be expected to lie within this limit, 
and a figure in the neighbourhood of the median is more likely to be 
right than one far from it. The larger the proportion of positive 
figures in the original table and the wider the scatter, the less 
confidence are we entitled to place in our results. 

15. It remains to illustrate the above method in practical 
working. For this purpose I shall apply the method first to two 
sets of figures collected by Dr. Schultz. My object being merely 
to illustrate a method, these figures are taken as they stand, and 
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the question whether the recorded prices are rightly treated as 
proper prices in the sense of section 2 is not raised. I have taken 
account of all negative figures and do not employ the further 
refinement, suggested above, of rejecting the witness of triads 
yielding such figures that I have called above suspect. Table I is 
derived from Dr. Schultz’s table 1 giving the total consumption 
and the money price of sugar in the United States; and Table II 











TABLE I 
Col. I. Col. II. Col. ITI. Col. IV. Col. V. 

Log. of total 

consumption} Excess of | Log. of New} Excess of | Elasticity of 

(inthousands|} each year | York whole-| each year | demand, i.e., 

of short tons) | over its suc-| sale price in| over its suc-| d,— d,,, 

of sugar in| cessor, d, |centsperlbs.| cessor, c,. ‘eee 

the U.S.A. = 

1890 3°21854 0°79036 
1891 3°32552 — 0°10698 0°66661 0°12375 
1892 3°31723 0:00829 0°63809 0:02852 —1°210 
1893 3°32960 — 0:01237 0°68502 — 0:04693 0°273 
1894 3°35295 — 0°02335 0°61490 0:07012 —0°093 
1895 3°33925 0:01370 0°61826 — 0:00336 —0°504 
1896 3°34143 — 0:00218 0°65629 — 0°03803 0°458 
1897 3°36530 — 0:02387 0°65350 0:00279 —0°531 
1898 3°35083 0:01447 0°69592 — 0:04242 —0°848 
1899 3°36680 —0:01597 0°69188 0:00404 —0°655 
1900 3°39550 — 0:02870 0°72591 — 0:03403 0°334 
1901 3°42439 — 0:02889 0°70329 0:02262 —0:003 
1902 3°45849 —0:03410 0°64885 0:05444 —0°163 
1903 3°45576 0:00273 0°66633 —0:01748 —0°512 
1904 3°49122 — 0:03546 0:67870 — 0°01237 —1:279 
1905 3°46953 0:02169 0°72066 — 0:04196 —1:931 
1906 3°50623 — 0:03670 0°65466 0:06600 —0°540 
1907 3°52543 —0:01920 0°66736 —0:01270 —0°222 
1908 3°55242 —0:02699 0°69522 — 0:02786 0°513 
1909 | 3:56217 —0:00975 0°67806 +0:01716 0°382 
1910 3°57426 —0:01209 0°69653 —0:01847 0:064 
1911 3°57449 — 0:00023 0°72795 — 0:03142 —0°915 
1912 3°59384 — 0:01935 0°70252 0:02543 — 0°336 
1913 3°62242 — 0:02858 0°63124 0:07128 —0°201 
1914 3°62449 —0:00207 0°67052 —0:03928 —0°239 




















from his table? giving the consumption per head and the real 
price (i.e. money price corrected by an index of general prices) 
for the same. 

In Table I, Column V contains positive values opposite the 
years 1893, 1896, 1900, 1908, 1909 and 1910. In every case 
except that of 1909 the positive value is consequent upon both the 
price difference and the quantity difference being negative. This 
suggests that there has been manifest a general tendency towards 
an accelerated upward movement of the demand curves; and this 


1 Statistical Laws of Demand and Supply, p. 213. 2 Ibid., p. 214. 
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suggests in turn that any figures derived on the assumption that 
the distances between the curves proper to adjacent intervals are 
constant will exaggerate the elasticity of demand. Of the 17 figures 
with negative signs in Column V the maximum (numerically) is — 
1-931 and the minimum —-003. The middle figure (median) is — -512. 
More than half the negative figures—the nine middle figures— 
lie between —-222 and —-655. The arithmetic average of all the 
negative figures is —-600. The arithmetic average of the negative 
figures for the years 1890 to 1902 is —-50: for the years 1903 to 
1914 it is —-686. 











TaBLeE II. 
Col. I. Col. II. Col. III. Col. IV. Col. V. 
Log. of price aa 
Log. of per | Excessof | per lb. cor- Excess of re r 
caput con- each year rected by each year ya igi 
sumption | over its suc-| general in- | over itssuc-| —?——*t! 

in Ibs. cessor, d,. |dex-number.| cessor, c,. Co— Cry 
1890 1:72263 0°82236 - ~ 
1891 1°82151 —0°09888 0°70424 0°11812 
1892 1°80482 0:01669 0°70355 0:00069 —0°984 
1893 1°80889 —0:00407 0°73190 —0°02835 0:714 
1894 1°82413 —0:01524 0°71675 0°01515 —0°256 
1895 1°80209 0°02204 0°71357 0:00318 —2:279 
1896 1°79588 0:00621 0°77093 — 0°05736 0°292 
1897 1°81158 —0:01570 0°76827 0:00266 — 0°365 
1898 1:78888 0:02270 0°79120 — 0°02293 —1°894 
1899 1°79657 —0:00769 0°75740 0°03380 —0°535 
1900 1°81425 —0:01768 0°75793 —0:00058 0°290 
1901 1:83696 —0°02271 0°74617 0:01176 — 0-409 
1902 1°86216 — 0°02520 0°66521 0:08096 —0°035 
1903 1°85065 0:01151 0°67237 —0:00716 —0°416 
1904 1°87679 —0°02614 0°68485 — 0°01248 7077 
1905 1°84819 0:02860 0°72681 —0°04196 — 1°856 
1906 1°88138 —0°03319 0°64562 0°08119 —0°501 
1907 1°88930 —0:00792 0°63478 0:01084 —0°359 
1908 1:90956 — 0°02026 0°68151 — 0°04673 0°214 
1909 1°91275 — 0°00319 0°63195 0:04956 0°177 
1910 1-91169 0:00106 0°63286 —0:00091 —0:084 
1911 1°89875 0°01294 0°69975 — 0°06689 —0:180 
1912 1:91009 —0°01134 0°64748 0:05227 —0°119 
1913 1:93146 — 0:02137 0°57171 007577 —0°426 
1914 1:92583 0:00563 0°61972 — 0:04801 —0°218 




















In Table II the figure in Column V is positive for 1893, 1896, 
1900, 1904, 1908 and 1909. Most of these years are the same as 
those that give positive figures in Table I. Of the 17 negative 
figures the maximum (numerically) is —2-279: the minimum 
—-035. The median is —-409. The middle nine figures lie 
between —-218 and —-535. The arithmetic average of all the 
negative figures is —-624. For the period 1890 to 1902 it is 
—:794: for the period 1903 to 1914 it is —-473. 

The only notable difference between the results obtained 
from the uncorrected and those obtained from the corrected 
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TaB.LeE III, 
Col. I. Col. II. Col. III. Col. IV. Col. V. Col. VI. 
E f 
quantity |log. of eon-| Log. of 1126 otce| elasticity. | ,,nferred 
of copper |Sumptionin| Price o in each of demand | @lasticity of 
consumed each month copper in month over .— igi demand to 
in U.S.A. |overitssuc-| USA. |“ its'suc- |= — ——'| 2 decimal 
cessor = dy. cessor = ¢,. , r+i Points, 
Jan. 1909. 215 143 
Feb. 1909 . 225 =} 112 +31 
March 1909 . 234 6 93 +19 i — 0-08 
April 1909 . | 235 ait 99 — 3 — 0°32 
May 1909. 239 — 110 | 3 + 0:59 
June 1909 . 246 aa 121 sot 3 4+ © 
July 1909.| 238 +8 110 +1. | =B | + 067 
17 
Aug. 1909 . 247 —9 114 —<A4 is + 1:13 
Sept. 1909 . 251 a | 110 + 4 a + 0°62 
Oct. 1909 261 —10 104 + 6 5 | — 300 
Nov. 199.| 265 | —4 |] 118 | —14 Hw | — 030 
Dec. 1909 . 237 +28 124 - % =2 + 4 
Jan. 1910.| 232 +5 134 —10 28 + 55 
35 
Feb. 1910. 262 —30 125 +9 =19 — 1:84 
March 1910 . 245 39 123 Ss = — 1:86 
April 1910. | 249 <i 105 +1s | = | + 081 
3 
May 1910 .| 256 me 99 -* ia + 0°25 
June 1910. 284 —28 93 + 6 a + 
July 1910.| 239 |. +445 87 +6 “ + © 
Aug. 1910 .| 272 —33 97 —10 8 + 4:88 
Sept. 1910. | 257 +15 93 +4 == | + 343 
Oct. 1910.| 267 —10 99 — 3 4 25 
Nov. 1910 .| 256 +11 105 owl = | -— @ 
Dec. 1910.| 256 0 100 an — 1:00 
Jan. 1911 .| 229 427 90 +10 2 + 5-40 
Feb. 1911 .| 250 $i 88 +2 * + 6:00 
March 1911 .| 281 =| 84 ce LA — 5:00 
April 1911 .| 252 +29 80 +4 # + © 
May 1911 .| 269 —i17 79 fd 6 4-15-33 
June 1911 .| 275 | 93 ie x — 0-73 
July 1911 .| 215 +60 96 | = 4. 8-25 
Aug. 1911 .| 264 —49 127 ia ~ + 4:36 
Sept. 1911 .| 243 +21 86 +41 = + 0-97 
Oct. 1911 . 238 wa 86 0 he + 0°39 
—5 
Nov. 1911 . Ty 
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Taste [1I—continued. 
Col. I. Col. II. Col. III. Col. IV. Col. V. Col. VI. 
Excess of Excess of 
Log. of 4 Log. of ~ Inferred Inf d 
— po te A a Brice of as ie elasticity | eineliaiies of 
each month pper in | month over| °f demand demand to 
foommeet overitssuc-| U-S-A- its sue-  |— 2% —4rt1,| 2 — 
N USA. | cessor = dy. cessor =c¢,.| &r — &r+1 points. 
Dec. 1911 . 255 —27 132 Sh 37 + 2°31 
Jan. 1912 .] 242 +13 149 | = 4 2°85 
Feb. 1912. | 259 —17 149 0 * | — 16 
March 1912 .| 265 — 6 167 —18 sy | — 061 
April 1912 .| 278 —13 197 —30 7 + 058 
May 1912.] 268 +10 205 « = + 1:04 
June 1912 . 267 3 236 | aa + 0:39 
July 1912 .| 302 —35 235 +1 28 — 112 
Aug. 1912 .| 328 —26 243 — = — 1-00 
Sept. 1912 .| 326 +2 243 0 — 78 + 3°50 
Oct. 1912 .| 328 —32 238 +5 4 — 0:80 
Nov. 1912. 309 +19 239 ae = — 3°50 
Dec. 1912 . 322 —13 240 ae | = + 0 
Jan. 1913. | 322 0 217 +23 =3 + 0°54 
Feb. 1913 . 327 — § 175 +42 > — 0°26 
March 1913 . 300 +27 168 +7 = — 0-91 
April 1913 .| 311 nj 184 =i 38 + 1:60 
May 1913.| 316 — 5 189 — 65 = + 0-54 
June 1913 . 266 +50 166 +23 => + 1:96 
July 1913 . 305 —39 152 +14 ° + 9°89 
Aug. 1913 . 285 —20 188 —36 ar — 0:38 
Sept. 1913 . | 298 —13 213 —25 =a + 0°64 
Oct. 1913 .| 309 11 213 0 = + 0-08 
Nov. 1913 . 307 +2 181 +32 = +- 0-41 
Dec. 1913 . 308 a 153 +28 : 4 0°75 




















data is that among the former the larger figures are found in the 
second half, among the latter in the first half of the table. I 
should imagine that the explanation of this lies in the manner 
of construction of the general price index used by Dr. Schultz 
for correcting his price figures; but it has not seemed worth 
while to go into the matter. On the whole there is no sufficient 
ground for helding that the elasticity of demand for sugar has 
altered materially over the period covered by the statistics; and 
it seems probable that the reason why different results are obtained 


from different successive triads is that the demand curves have 
No. 159.—vot. Xt. DD 
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shifted unequally as between the two pairs covered by most triads. 
We are entitled, I think, to conclude with confidence that the 
elasticity of demand is not less than —-250 and not greater than 
—-550. It probably lies somewhere in the neighbourhood of 
—-4, This conclusion may be compared with those reached by 
Dr. Schultz. He finds an elasticity of demand under normal 
conditions of consumption of —-5: and further that, even when 
conditions of consumption differ substantially from normal, the 
coefficient of elasticity is still numerically less than 1-0.1 

16. Let us next apply my method to the monthly figures for 
copper sold in the United States over the years 1909-13 which 
Dr. Leontief has collected.2 Here there is serious doubt whether 
the recorded prices are proper prices in the sense of section 2; but, 
again, my purpose being illustrative, I do not raise that issue. 
In Column VI of this table there are 58 figures altogether. 
Of these, 33 are positive, including five that are infinite. Of the 
33 positive figures, 15 result from a union of 2 positive and 18 
from a union of two negative elements. There remain only 
20 negative figures, including one that is infinite. Of these, apart 
from the infinite figure, the maximum is —5-0: the minimum 
—-08. The median is —1-0 or —-91. The 10 middle figures out 
of the 20 lie between —-38 and —1-8. The primd facie inference is 
that the elasticity of the demand for copper probably lies between 
these limits. But the large proportion of positive figures found in 
our final column shows that the demand curve oscillates in a very 
irregular manner. This suggests that the above result must be 
used with great caution. The figure found by Dr. Leontief by a 
complicated mathematical process is —1-29. This result is, in my 
opinion, subject to a probable error—not specified by Dr. Leontief 
—which forbids us to assert with any confidence that the elasticity 
of the demand for copper over the period studied has been numeric- 
ally greater than unity. It is not at all surprising that greater 
uncertainty should attach to determinations of the elasticity of 
demand for articles like copper, for which the demand is likely 
to fluctuate violently with variations in general industrial activity, 
than attaches to similar determinations for staple articles of food, 
for which the demand is much less inconstant. Moreover, with 
intervals so short as a month, discrepancies between recorded and 
‘ proper’ prices are likely to confuse the calculation more seriously 
than they do with longer intervals. Even, however, with this 
unpromising material the method I have been illustrating enables 
us to escape in some degree out of complete nescience. 

A. C. Pigou 


1 Statistical Laws of Demand and Supply, p. 92. 
2 Weltwirtschaftliches Archiv, July 1929, pp. 32-33. 
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THE ARTIFICIAL CONTROL OF RAW MATERIAL 
SUPPLIES! 


Tuts article contains two parts. In the first part the subject 
is discussed from a general theoretical point of view; in the 
second, certain recent or existing attempts at artificial control 
are very briefly considered in the light of the previous discussion. 


Part I 


Broadly speaking, all attempts at artificial control by pro- 
ducers of raw materials are occasioned by an excess of supply 
over demand, and the consequent decline of the price of the 
product to a level at which a substantial number of producers 
are unable to obtain what they consider a reasonable profit. But 
the excess of supply may be of various kinds, and may arise from 
several distinct causes: it may, for example, be temporary or 
permanent in character, and it may be caused by an excess of 
productive capacity or by an abnormal output per unit of capacity, 
demand in both cases being normal, or by a decline in demand, 
supply conditions remaining unchanged. In practice the excess 
supply may be due to a combination of such causes, but for the 
purpose of theoretical analysis each main kind and cause may be 
considered separately. 


A. Where the excess supply is due to an excess of productive capacity, 
demand being normal (i.e. not necessarily unchanged, but such 
as might reasonably be expected). 


When the productive capacity of an industry has been ex- 
cessively extended, it is usual to offer an explanation in terms of 
erroneous estimates on the part of producers. As a body they 
may have been unduly optimistic as to the probable trend of 
demand, or their estimates may have been upset by unexpected 
events, while as individuals each may have over-estimated his 
real competitive ability and therefore the share of the increased 
demand which he will be able to secure. Where this is the true 

1 Note by Editor.—This article by Mr. Rowe may be considered to be an intro- 


duction to a series of detailed ‘‘ Studies in the Artificial Control of Raw Materia 
Supplies,” which he is preparing, and which will be issued to members of the 


Royal Economic Society as Special Memoranda. 


Dp2 
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cause of the excess capacity, and where the technique of pro- 
duction in its broadest sense has not been advancing to any 
appreciable extent, there is obviously a general case for putting 
the excess capacity into cold storage by some measure of restriction 
until such time as the demand has caught up with the potential 
supply. It would obviously be wasteful to allow capacity to 
disappear, when there is every probability that it will shortly 
be again required. A general restriction of output to maintain 
prices at a level which will enable the marginal producers to make 
ends meet is, under such conditions, a sound policy from the 
point of view of both producers and consumers. But this 
general case for restriction rests on the condition that the 
technique of production is not making rapid strides. If it is, 
the situation is entirely changed, for the most recently established 
capacity will be able to produce at much lower costs than the 
existing capacity, and any future increase in demand will be met 
by the establishment of additional still lower cost capacity. The 
older excess capacity is really obsolete, even though it would 
not have become obsolete so quickly if there had been no errors 
on the part of the entrepreneur function. Restriction in such a 
case is fundamentally unsound: what is wanted is to hurry this 
obsolete plant out of existence, not to prolong its life. Restriction 
under such circumstances is obviously disadvantageous to the 
consumer, while, as will shortly be demonstrated, the chances of 
any ultimate benefit to either high-cost or low-cost producers is 
remote. 

An excessive expansion of capacity is not, however, always 
due to errors by the entrepreneur function: its creation may be 
an entirely correct and deliberate procedure. For if the technique 
of production is making rapid progress, new capacity will be 
introduced even if demand is stationary, simply because it is 
more efficient than the existing marginal capacity. Unless this 
marginal capacity can be modernised at a cost less than the cost 
of establishing new plant, which is often not the case, especially 
in extractive industries,1 entrepreneurs will deliberately create 
additional capacity because it will yield a more than normal 
profit, owing to its lower cost of production, and they will be 
entirely justified in so doing. Industrial progress takes place by 
the substitution of more efficient capacity for the least efficient 

1 There is here a physical problem, a financial problem, or both, and in respect 
of the latter it may be observed that such modernisation requires that the capital 
cost of the existing plant shall have been virtually written-off, i.e. that adequate 


allowance shall have been made for obsolescence. If technical progress suddenly 
quickens, it is most unlikely that this will have been done. 
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existing capacity, and this may very probably mean excess 
capacity until the latter disappears. In this sense there is a 
chronic tendency to excess capacity, a fact which has hardly 
received due recognition in economic theory. In many industries 
in recent years there has certainly been rapid progress in the 
technique of production, and restriction as a remedy for excess 
capacity, whether resulting from error or by deliberate design, 
is in such circumstances almost certainly an unsound policy 
from the point of view of both producers and consumers. This 
is best realised by considering what is likely to happen under 
laissez-faire, and then what is likely to happen if a restriction 
scheme is put into operation. 

As capacity becomes excessive, prices fall to the prime costs 
of the marginal producers, and even perhaps below that. By 
all the text-book rules what ought then to happen is that, as their 
financial resources become exhausted, the highest cost producers 
ought to close down, thus reducing the excess capacity. But in 
fact what happens first is that they “ reconstruct ” their capitali- 
sation, or are bought out at very cheap prices by groups of 
speculatively minded investors, who hope that prices will before 
long rise a little, and that then, with its low capital charges, their 
purchase will become profitable. Since the decline in the price 
of the product will have put a stop to the further introduction of 
new low-cost plants, and since it will have taken some time to 
induce the old high-cost concerns to sell out, the odds are that 
before long prices do begin to rise, because the normal increase in 
consumption is catching up the excess capacity. In due course 
prices rise to a level at which the decapitalised concerns reap 
profits such as enable them to finance the physical reconstruction 
of their plants either themselves or by obtaining capital from the 
public. Provided that entirely new capacity is not added in 
excess of the requirements of demand, equilibrium becomes 
re-established, the old high-cost concerns have reduced their 
costs to the level of the old low-cost concerns, and even lower 
still, because they will have been able to take advantage of still 
later improvements in technique. Then in due course the cycle 
will begin again. Thus in all cases where modernisation of existing 
capacity is a reasonable financial proposition—which is true to a 
very considerable extent of most manufacturing concerns—the 
firms do not disappear, nor is much plant closed down, but the 
result is merely decapitalisation, which paves the way for 
modernisation. Where, however,modernisation is not a reasonable 
proposition—for example, a mine approaching exhaustion—that 
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mine will be closed, as witness the innumerable abandoned mines 
in Cornwall or in the copper regions of the U.S.A. Similarly, 
where the advance in technique takes the form of the opening-up 
of new fertile land with which older farms or plantations cannot 
compete because the natural fertility of their soil has not been 
renewed, or because their soil or situation never was so suitable, 
these older plantations will be abandoned, though if demand is 
increasing rapidly, and if new capital is not cheap, the process 
may be very gradual. On the other hand, if the conditions are 
reversed, and if, as well as the opening up of new territories, 
rapid progress is being made in the technique of cultivation, in 
planting material, etc., the development of a substantial excess 
capacity may berapid. Until recent years, at any rate, the former 
set of conditions may perhaps be said to have characterised many 
agricultural industries, and hence the fact that though there have 
been severe crises due mainly to this cause, these crises have not 
resulted in the abandonment of planted areas on any conspicuous 
scale. What has not happened in the past is no guide to what 
may happen under different conditions in the future, but, on the 
other hand, the advance in technique may be of such a kind as to 
enlarge the range of possible modernisation. 

Under laissez-faire, therefore, the obsolete excess capacity is 
first of all decapitalised: this paves the way for modernisation, 
but if that is even then an uneconomical proposition, the excess 
capacity will eventually be closed down. These processes of 
decapitalisation and closing-down are unpleasant and costly, but 
it is extremely unlikely that this price of progress can be reduced 
by any restriction scheme or other control by the producers. 
Assume that output is restricted to such an extent as will enable 
the highest-cost producers to make ends meet on the basis of their 
restricted production. The new low-cost concerns will still find 
this a reasonably profitable level, and, in so far as their finances 
permit, they will probably continue to expand their capacity. 
If they do not do so, and assuming that any addition whatever 
to capacity is prevented, the normal increase in demand will in 
due course enable the restriction of output to be relaxed and 
ultimately equilibrium will be re-established, prices will be what 
they were before, and control will be removed. But during this 
passage of time, technical progress will have continued, and it 
will now be more profitable than ever to instal new capacity. 
If for any reason the introduction of new capacity takes place 
slowly, or if there is an unexpected increase in demand, it may be 
that demand will outrun the existing capacity, and prices will 
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rise sharply. If this happens, the existing high-cost producers 
may make enough profits to modernise their plant if it is capable 
of modernisation, or be able to borrow sufficient new capital for 
the purpose. This is the one and only justification of a restriction 
scheme under the conditions now being discussed : it may enable 
the marginal producers to obtain the finance necessary for 
modernisation, when under laissez-faire they would be unable to do 
so without undergoing the process of decapitalisation. But the 
probability of this is not very great. These high-cost concerns 
will not have made adequate profits during the restriction period, 
and the shareholders will be clamouring for a large share of any 
profits which may be made in any succeeding boom : the chances 
of the company being able itself to finance the reconstruction are 
therefore remote. If, alternatively, it tries to borrow new capital, 
its record during restriction will have been bad from the investor’s 
point of view, and it will necessarily have to carry as dead 
weight a large part of its existing capital: it will, in fact, have 
to hoodwink the public into overlooking the fact that it will be 
over-capitalised. Finally, being over-capitalised, its chances of 
a really successful career in the future are obviously not bright. 
Where a concern has not made sufficient allowance for obso- 
lescence, the process of decapitalisation is virtually inevitable, 
and it might as well be sooner as later. 

Thus under the most favourable conditions, the benefits of 
restriction are extremely doubtful, and depend very largely on 
chance. In actual practice such conditions are most unlikely to 
be fulfilled. It is obviously extremely difficult to prevent some 
addition to capacity, for usually there will be some outsiders 
who, being on full production, will be making good profits, and 
who will be perfectly safe in expanding capacity provided it is of 
the most up-to-date character. It is also very difficult to prevent 
the advent of new producers, especially if the capital required 
can be obtained without recourse to the investing public—for 
example, native rubber planting, or sugar-cane growing by small 
farmers. It may, indeed, be very difficult to prevent expansion 
by the low-cost producers, who, having been cajoled or bullied 
into the restriction scheme, have little faith in its merits and are 
therefore inclined to make preparations against the probable 
time of its removal. Finally, experience shows that once a 
restriction scheme is firmly established, the temptation to raise 
prices so as to give the high-cost concerns some profit is very 
great. Since output is restricted, costs are increased, and 
merely to enable them to make ends meet, prices must be raised 
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above the level of marginal costs (exclusive of profit): usually 
costs mount more than proportionately with every further turn 
of the restriction screw, and the higher prices are raised, the more 
difficult it becomes to prevent the establishment of new capacity. 
Restriction, if successful, is in practice a slippery slope. 

The low-cost producers have obviously nothing to gain from 
a restriction scheme, unless they happen to want a little breathing 
space to perfect their organisation or to bring newly established 
capacity into production. In the case of mining, the exhaustion 
of irreplaceable resources at prices which give an inadequate 
profit may seem an argument in favour of restriction on their 
part, but the odds are that restriction merely means a postpone- 
ment: the high-cost producers have got to undergo the process 
of decapitalisation or closing down sooner or later, and they will 
not submit without a struggle. Moreover, the low-cost concerns 
have to bear in mind that as each year passes even their plant is 
becoming obsolete. 

From the consumer’s point of view, a restriction scheme in 
the circumstances now under consideration has nothing to 
commend it: it is, in fact, a sacrifice of the consumer’s interests 
now and in the future to the vested interests of the high-cost 
producers. The argument is often brought forward by producers 
that the consumer may lose now by restriction, but will ultimately 
gain, because capacity is thus kept in existence against the day 
when it will be wanted, whereas without restriction it would 
disappear and the low prices of to-day would be at least balanced, 
if not outweighed, by famine prices in the future. But this is a 
very specious argument. Before capacity goes out of existence 
the process of decapitalisation takes place, and this greatly 
strengthens and prolongs its hold on life: if in the end it does 
disappear, the odds are that the amount of lower cost capacity 
has become adequate, and that the consumer need not regret its 
passing. From the consumer’s point of view, the essential thing 
is to hasten the introduction of low-cost capacity, and thus 
obtain the benefits of the progress of productive technique : 
restriction has obviously the reverse effect. This is subject to 
qualification in the case of minerals the supply of which is believed 
to be very limited; but otherwise the consumer has everything 
to lose by restriction when excess capacity has developed under 
conditions of a rapidly advancing technique of production. 
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B. Where the excess supply is due to a temporary increase in output 
from a normally sufficient capacity, demand being normal. 


While the phrasing of the above conditions is purposely 
general, so as to include mining, which may be influenced by an 
excess or deficiency of water supplies, etc., for practical purposes 
the reference is only to abnormal crop yields due to specially 
favourable weather. There is therefore an implication that the 
temporary increase will be balanced sooner or later by a short 
yield, and the fundamental argument tor some measure of 
artificial control rests on this implication: in other words, that 
instead of very low prices for a bumper crop, followed by very 
high prices for a short crop, it is in the interests of both producers 
and consumers to average out supplies and prices. This can 
obviously be accomplished only by holding the excess supply as 
a reserve stock until the short crop eventuates. If this task is 
left to merchants and speculators, they will naturally endeavour 
to buy as cheaply as possible, and thus producers will obtain only 
very low prices for the bumper crop, and only average prices for 
the ensuing short crop, since the merchants will make good the 
deficiency from their reserve stocks. Hence it is argued that 
producers would do better to perform the task themselves, and 
that collectively they should be able to obtain the necessary 
finance more cheaply than individual merchants and speculators : 
thus they should reap not only the profits made by the merchants, 
but even greater profits. Moreover, it may be doubted whether 
merchants will really perform the task in full, for, as Mr. J. M. 
Keynes has pointed out, the present economic system abhors the 
holding of reserve stocks: the merchants will not wait any 
considerable time for the short crop to eventuate, and unless it 
follows quickly, they will gradually unload, with the result that 
each year there is an excess of supplies, and producers obtain 
lower prices in consequence. If this happens, admittedly pro- 
ducers will get high prices for the short crop when it arrives, but 
they will have lost not only by the low price of the bumper crop, 
but also by depressed prices for the normal crops which intervene 
before the short crop. 

The need for producers themselves to hold the excess supply 
does not seem to have been felt in most cases until recent years, 
nor, indeed, the need for anyone to do so on a grand scale. The 
need has arisen with the increasing specialisation of production 
and its accompaniment of an extremely complicated system of 
marketing and distribution. When producers were in more 
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direct touch with consumers, price concessions by the former 
reached the consumer more or less in their entirety, and unless 
the consumer’s demand for the product was extremely inelastic, 
the low price meant a considerable extension of demand: the 
excess supplies therefore passed into actual consumption. The 
producers might lose heavily in the bumper season, but any 
accumulation of stocks was thus avoided, and they were 
able to make good their loss when the short crop eventuated. 
But in recent times the costs of marketing and distribution— 
including perhaps some processing, etc.—have become very 
large compared to the costs of production itself, and since these 
charges are more or less constant, irrespective of the volume 
handled, it follows that a large percentage reduction in the 
producer’s price means a very much smaller percentage reduction 
in the final price at which the actual consumer buys. If the 
normal cost of production represents one-third of the normal 
final price to the consumer, a 50 per cent. reduction of the pro- 
ducer’s price means less than 17 per cent. reduction in the con- 
sumer’s price: in actual practice the consumer will probably 
be lucky if he gets a 5 per cent. reduction, at any rate within a 
reasonably short period, owing to the friction of this modern 
marketing machinery. Hence to-day the producers of some 
commodities might literally give away a crop, say, 20 per cent. 
above normal, and yet the consumer’s demand would not be 
extended by 20 per cent. Our modern system of specialised 
production has at least one great drawback—namely, that it is 
extremely difficult to clear a glut. 

The holding of surplus supplies, due to bumper crops, has 
therefore become an almost unavoidable necessity, and the task 
is being virtually forced on producers, because from their point 
of view merchants and speculators will undertake it only on very 
expensive terms, and even then in all probability they will not 
discharge it properly, i.e. they will not hold the surplus of the 
bumper crop if the short crop is long delayed. At first sight this 
evening-out of supplies seems the only rational procedure, both 
from the point of view of producers and consumers, but it must 
be realised that the operation involves additional costs, which 
must be paid by one party or the other. Now the consumer 
will not pay these costs in enhanced prices unless the available 
supplies are insufficient to satisfy his demand: in other words, 
if the consumer is to pay, the short crop must be short by the 
excess of the bumper crop, and, in addition, by an amount 
sufficient to enable prices to be raised to recoup the costs of the 
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stock-holding. In the long run crops must average out, and 
therefore producers must either gamble on the short run or 
reconcile themselves to bearing the costs of their self-imposed 
task. Human nature being what it is, they will almost certainly 
choose the former, and trust to the probability of a sufficiently 
short crop in the near future. Their best chance is to wait for 
such a short crop, and then recoup their whole costs in a lump. 
But it is extremely unlikely that they will be able to obtain the 
necessary finance on compound-interest terms, which, if the 
stocks have to be held for an appreciable time, are in any case of a 
fairly terrifying nature. In practice, they will almost certainly 
try to add the interest charge to the price during the intervening 
normal years, and their only means of doing so is by holding 
back supplies. Each year that passes will therefore see an 
addition to the reserve stocks, and the short crop must be suffici- 
ently short to enable these additional stocks to be liquidated as 
well as the original excess of the bumper crop. But this addition 
of the interest charge to normal prices not only involves the 
holding of additional stocks, but will also stimulate the intro- 
duction of new capacity in excess of that required to meet any 
expansion of demand. With normal prices, the advance of 
productive technique tends to the creation of new capacity, and 
with prices above normal, there is a further stimulus. If pro- 
ductive technique is improving rapidly and if the period of 
gestation is not very prolonged, there may be a substantial 
addition to capacity while the stocks are being held, and therefore 
the really short crop may never materialise, any short yield from 
the old capacity being offset by the yield of the new capacity. 
When this happens, eonditions change to those of excess capacity 
such as have been already discussed, but greatly complicated by 
the presence of large reserve stocks. 

If therefore producers decide to gamble on the short run, they 
will in all probability fail unless they can prevent the addition 
ot any new capacity at any rate in excess of what is necessary 
to meet the normal increase in demand. If demand is trending 
upwards, and if they can prevent any addition to capacity 
whatever, the disposal of their reserve stocks obviously becomes 
much simpler and more certain. But control of production to this 
extent is virtually impossible with agricultural crops, while 
from the consumer’s point of view the benefits of price stabilisa- 
tion would be speedily outweighed by such an obstruction to the 
progress of productive technique. Such considerations, however, 
are really beside the point, for the producers obviously ought"not to 
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enter upon a gamble where ultimate failure is inevitable: they 
must, in fact, reconcile themselves to bearing the costs of the 
stock-holding, and the only question is whether they will lose 
less in this way than by allowing matters to take their course. 
The answer will depend on the conditions in each particular 
case, but in view of the enormous difficulties of disposing of a 
bumper crop under modern conditions of specialised production, 
and the consequent heavy costs of marketing and distribution, 
it is quite likely that in many cases producers will be well advised 
to attempt some control of stocks. The great danger is that they 
will be tempted to gamble on the chances of the short run. 
Ultimately, of course, the costs or losses involved in these bumper 
crops are passed on to the consumer, whatever happens, because 
producers will take account of the prospects of such costs or losses 
in making their decision to continue or to undertake the pro- 
duction of the commodity. But this adjustment is a very long- 
period adjustment, and producers will not, of course, in practice 
derive much comfort therefrom. Nevertheless, any attempt to 
make the consumer pay in the short run is an extremely dangerous 
undertaking. 


C. Where the excess supply is due to a temporary decline in demand, 
productive capacity and its output being normal. 


Here the assumption is that the same capacity will very 
shortly be again required, and a measure of control is needed to 
preserve the existing capacity intact, since otherwise there would 
be much economic waste involved in the disappearance of some 
existing capacity and the construction of new capacity within a 
short period to take its place. Without control the consumer 
would gain by very low prices until some capacity had ceased 
production, but when demand revived, supplies would be short 
and prices exorbitantly high until the new capacity was actually 
producing. The longer the period of gestation, the stronger is 
the argument for control from the consumer’s point of view. 

The phrase “a temporary decline in demand” requires, 
however, further definition. It may mean merely a temporary 
decline in the purchases of merciants and middlemen from 
producers, actual physical consumption remaining normal, or it 
may mean a temporary decline in the demand by actual consumers, 
i.e. a temporary reduction of actual physical consumption. These 
are two very different things, and require separate consideration. 

Uneven buying is a common feature of many primary markets 
for raw materials. Merchants and manufacturers buy freely 
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on a rising market, and when they have bought to the limit of 
their available credit, buying fades away to nothing, and since 
some producers before long require to convert their produce into 
cash, being unwilling to run the risks of stock-holding or unable 
to obtain the necessary finance, prices begin to decline. Once 
started, the fall in prices may go a long way, for merchants and 
manufacturers will not replenish their stocks and will be content 
to buy only from hand to mouth. The market becomes entirely 
a buyers’ market, and weak selling by individual producers sends 
matters from bad to worse. The proper remedy for such diffi- 
culties is the establishment of a centralised marketing organisation 
or single selling agency. The special function of such an organisa- 
tion is to prevent weak selling. While a single selling agency 
can do much to even out buying without causing producers to 
run short of cash, e.g. by offering forward sales at very attractive 
prices, ete., it can do a great deal more if it is able to finance the 
holding of stocks by producers even for short periods.. There is, 
however, a drawback to such stock-holding, which in certain 
circumstances may be serious. Such stock-holding gives a certain 
monopolistic control over price in the short period, and the 
result is that merchants and speculators will be frightened to 
carry stocks, and the single seller may find its commitments 
larger than is deemed desirable, with consequently increased 
difficulties in respect of finance. The temptation to hold stocks 
not as a last resource and to the smallest possible extent, but as 
a weapon of offence which will secure monopolistic control of 
prices, must also be resisted. The function of centralised market- 
ing is not to obtain additional profits for producers, but to minimise 
the loss caused by the weak selling of individuals when the primary 
demand is irregular. It is a limited but most valuable function, 
and provided it is not pressed beyond these limits, and so long as 
any stock-holding is undertaken with the utmost circumspection 
and due regard to its necessity, centralised marketing has every- 
thing to commend it. 

A temporary decline in actual consumption presents entirely 
different problems. It is usually the result of general trade 
depression in the countries of largest consumption. Even if 
substantial price concessions by producers result in a substantial 
lowering of prices to the actual consumer—which is unlikely to 
happen in many industries, for the reasons given in the previous 
section—it does not follow that there will be much extension of 
demand, for in periods of general trade depression demand 
often becomes extremely inelastic. If the decline in consumption 
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is such that the speculator will not carry stocks except at a price 
which means the decapitalisation or closing-down of a substantial 
capacity, there is admittedly a general case for artificial control, 
since it is certainly undesirable for such capacity to be lost when 
it will be very soon wanted again. If there is a prospect that 
when consumption revives it will not only return to normal, 
but also make up its accumulated deficiency, there is a general 
case for supposing that the best method of control will be to 
hold as stocks what cannot be sold at a price just high enough to 
prevent the closing-down of any capacity. But this is a risky 
policy, for no one can be sure that consumption will, so to speak, 
make up for lost time, and if it does not, the liquidation of such 
stocks will keep prices depressed for perhaps a considerable 
period of time, since merchants will not trouble to replenish their 
stocks until producers’ stocks are exhausted. The existence of 
surplus stocks, which must be disposed of, and which are not 
being held firmly against an expected shortage, usually have a 
depressing effect on prices out of all proportion to their relation 
to the current rate of consumption. On the whole, restriction 
of production is usually the better policy, though much depends 
on the costs of stock-holding as compared with the increased costs 
of production of a restricted output in different industries. 
There is no theoretical objection to restriction in such 
circumstances, provided certain conditions are observed. In 
the first place, if the progress of productive technique has been 
rapid and if the period of gestation is longish, a certain amount 
of new capacity will be coming into production during the period 
of restriction. Equally if the period of gestation is short and 
the period of restriction extends beyond this period, it is con- 
ceivable that new capacity will be initiated and brought to the 
producing stage during the restriction. Any addition to capacity 
which will make the total capacity excessive in relation to the 
normal demand when that revives, must be prevented by the 
retirement of a corresponding amount of old capacity. Re- 
striction must not therefore raise the price so high as to keep in 
existence capacity which will never be wanted because it has 
become obsolete. The object of restriction should be to keep in 
existence only capacity which will be shortly required, and not 
to hinder the process of decapitalisation or closing down which 
the progress of productive technique requires. Secondly, pro- 
ducers must, in their own interests, resist the temptation to 
tighten restriction sufficiently for the high cost producers to make 
profits. This is something of a vicious circle, and is in any case 
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a most dangerous policy. It is a vicious circle because every 
increase in restriction means usually a more than proportionate 
increase in costs, and the increase in costs may easily necessitate 
still higher prices if profits are to be earned, with the result that 
restriction is tightened still further, costs are raised still higher, 
and so on in an endless chase. But it is also a dangerous policy, 
because at the least the price of the commodity must be raised 
not merely to something approaching the costs of production 
(excluding all profits) on a full normal output, but to something 
approaching those costs on the restricted output. This may 
well be to raise prices to something approaching the normal 
economic level (i.e. including profits), while if any attempt is 
made to raise prices to a level which will give even modest profits 
to the marginal concerns on the restricted output, the odds are 
that this is a highly remunerative price to any producer not 
bound by the restriction, especially if the progress of productive 
technique means that his costs will be lower than the normal 
costs of the present marginal firms. Moreover, the higher the 
price, the less the quantity demanded, and though demand is 
often inelastic in the depths of a trade depression, it probably 
becomes more than normally elastic as the depression passes and 
the revival begins. It is therefore essential, even from the 
producers’ point of view, that restriction should not be applied 
to raise prices more than is necessary to enable the marginal 
firms to make ends meet with a struggle. The directors of a 
restriction scheme should err on the side of too little restriction : 
when capacity which is really going to be wanted is being 
decapitalised or closed down, then the restriction screw may be 
tightened slightly, but not before. Subject to these conditions, 
however, a restriction scheme to meet a temporary decline in 
demand when there is no excess capacity encounters no general 
theoretical objection. In practice, however, it is very difficult 
to secure the fulfilment of these conditions. 


D. Where the excess supply is due to a permanent decline in demand, 
productive capacity and its output being normal. 

Under such conditions, there is obviously no general case 
for restriction or stock-holding, which forms of control would 
be applicable only in exceptional circumstances as auxiliary 
to some other form of control. This situation is so radically 
different from those already discussed that it will not be considered 
here. 
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Parr II 


It is now proposed to comment very briefly on some recent 
attempts at artificial control of the supplies of certain raw 
materials. Selection has been made partly on grounds of in- 
trinsic interest and general importance, and partly so as to cover 
various types of extractive industries. 


1. Copper. 


During the war the world’s production of copper was rapidly 
expanded to meet the need for munitions, and the peak production 
of 1917 was not again required until 1927. The post-war 
depression of 1920-21 and the resulting sharp contraction in the 
demand for copper, were met by the pooling of surplus stocks in 
America under the control of an organisation known as the 
Copper Export Association, which obtained the necessary finance 
by the issue of bonds to the general public. Production under 
the control of these American producers was at the same time 
most drastically curtailed, and with the rapid revival in 1922 
and 1923 the surplus stocks were disposed of, and the restriction 
of production was gradually relaxed. Though the American 
producers undoubtedly shouldered most of the burden—for 
other producers hardly restricted their output at all—there can 
be little doubt that this control was well worth while from their 
point of view: under laissez-faire the accumulation of supplies 
before mines were forced to close would have been enormous, 
and with a demand obviously very inelastic prices would have 
fallen even far lower than they did before individual merchants 
and speculators could have been induced to carry stocks to, the 
required extent. From the beginning of 1923 organised control 
of production and marketing virtually ceased, but most of the 
big groups of producers maintained some voluntary restriction. 
The general level of prices was between 13 and 15 cents, and this 
level was sufficient to stimulate a steady increase in output from 
Europe, Africa and Canada. But it was not a sufficiently high 
price to satisfy the higher cost producers in the U.S., or indeed 
U.S. producers in general, so long as they had to forgo full 
production. World consumption was steadily increasing, but 
the increase in production outside the U.S. was nearly sufficient 
to keep pace with it, and the high-cost U.S. mines could not face 
any considerably lower price level. For the last twenty years the 
improvement of productive technique has been proceeding at an 
accelerating pace, and, in addition, new low-cost sources of pro- 
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duction have been gradually developed. Many of the older 
mines in the U.S. were not worth the capital costs of modernisa- 
tion, and the big copper groups gradually began to realise that 
these properties would have to be written off. It was decided, 
however, to attempt to extract a little more profit before sub- 
mitting to the inevitable. There can be little doubt to-day 
that this was the object of an. influential section of the membership 
of Copper Exporters Inc., which was established in 1926. The 
almost equally powerful remainder were honestly aiming at the 
adjustment of supply to demand so as to stabilise prices and 
eliminate speculation. Space forbids a detailed description, but 
eventually the high-price party got their chance, took charge of 
the organisation, and nailed the price at 18 cents, loudly calling 
for sufficient restriction to maintain it indefinitely. Even if the 
present world depression had not developed, it is tolerably certain 
that Copper Exporters would have had to forego such mono- 
polistic prices within a year or two. Many-.of the American 
members, especially the low-cost South American mines, had 
been improving and expanding their capacity, and were becoming 
more and more unwilling to submit to restriction. The few 
non-members of the combine were reaping fabulous fortunes, and 
the combine had never been able to force a real restriction on its 
foreign associates in Europe and Africa. The drop in price to 
11 cents was precipitated by the decline in demand, but it would 
have come about in due course as new low-cost capacity, armed 
with the latest advances of productive technique, was added to a 
total capacity which for the same reason was already excessive. 
The history of copper provides a very good general example of 
the general case discussed above in Part I A, and the futility 
of restriction under such conditions. 


2. Tin. 


The Bandoeng Agreement of 1920 for the pooling of surplus 
stocks in the East requires a detailed study such as is impossible 
here, but it may be remarked that such a study provides a good 
illustration of the difficulties, referred to in Part I B, of dis- 
posing of really surplus stocks, and their depressing effect on 
prices even under conditions which were distinctly favourable. 
Coming to more recent events, the excess supplies which had 
become so considerable by midsummer 1929 were due to an 
excessive expansion of capacity resulting from the price boom of 
1926-27: little fault can be found with consumption until the 


onset of the present world depression. But it is difficult to 
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maintain that any considerable part of the recent additions to 
capacity is unjustified, in the sense that it ought not to have 
come into existence, and would not have done so but for the 
blind optimism of the entrepreneur function. Admittedly a 
few of the new concerns were foisted on a gullible public, and a 
good deal of existing capacity changed hands at inflated prices, 
but that is beside the point. The bulk of the new capacity is 
low-cost capacity embodying the latest advances of productive 
technique. In Malaya the dredge of 1928 design is vastly more 
efficient than the dredge of even, say, five years previously. The 
costs of Chinese producers have been cut almost in half by the 
introduction of the oil engine and improved gravel pumps, and it 
must be remembered that the Chinese output has greatly in- 
creased even if the European output has increased still faster. In 
Nigeria costs have undoubtedly been greatly reduced, and though 
probably still higher than would justify the expansion which has 
taken place, Nigeria must be regarded as an infant industry, 
building for the future. Of Bolivia it is difficult to speak, but 
she has certainly benefited, more perhaps than Malayan producers, 
by the improvements of smelting technique. There can, in fact, 
be no doubt of the nature of the excess capacity, and therefore 
of the potential dangers of restriction. During the last nine 
months, consumption has temporarily declined, owing to the 
world trade depression, and if there was no such excess capacity, 
a restriction scheme might well be justified. Restriction may be 
desirable, even as things are, but it must take account of the 
excess capacity. If the high-cost concerns persuade the low- 
cost concerns to join a restriction scheme, they will want sufficient 
restriction to preserve their existence, and the ultimate interest 
of the low-cost concerns is that they should cease to exist. Con- 
versely, if a restriction scheme of a proper kind is proposed, the 
high-cost producers will stay outside, and with no restrictions on 
their output they may preserve their existence for a long time at 
the expense of the restrictionists. The desirability of restriction 
from the low-cost producers’ view largely depends, however, on 
a further factor—namely, the exhaustion of their ore reserves at 
relatively unprofitable prices. From the consumer’s point of 
view, the importance of this factor ultimately depends on the 
question whether the supply of tin ore in the world is really 
limited, as compared with the probable requirements of consump- 
tion. Those who believe that this is the case may be justified in 
advocating restriction despite all dangers and difficulties, but 
those who scout such an idea may well feel that it will be time 
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enough to consider restriction measures when a substantial 
number of high-cost producers have been eliminated. 


3. Coffee. 

Brazil’s coffee valorisation schemes during the last twenty- 
five years furnish a detailed illustration of the discussion under 
condition B in Part I: indeéd, it must be confessed that that dis- 
cussion is largely a generalisation of Brazil’s experience. The 
equalisation of supplies in the case of Brazilian coffee is both 
specially necessary and less difficult and dangerous than with 
most crops. It is specially necessary because the demand for 
coffee is normally rather inelastic, and because the price of green 
coffee forms but a small part of the price of the finished article as 
purchased by the consumer, while the bumper crops are enormous 
and the short crops are very small. It is less difficult and 
dangerous because of the physical fact that a bumper crop 
exhausts the strength of the trees, and therefore tlie following 
crop is normally very short, and the next one or two crops are 
likely to be below normal: the effects of the bumper crop are, 
however, greatly influenced by weather conditions. Finally, 
coffee does not deteriorate, if stored under proper conditions, so 
rapidly as most commodities. Under laissez-faire merchants 
and speculators would carry the huge excess supply of a bumper 
crop only if they could buy at extremely low prices, and Brazil 
had the mortification of seeing these surplus stocks sold at 
enormously profitable prices, perhaps only a twelve month later : 
at the same time, the price which they received for the short crop 
was perhaps little above normal. In all the circumstances 


- it is little wonder that the first large-scale attempts at reserve 


stock-holding by producers were undertaken by Brazil. But 
naturally attempts are always made to make the consumer pay 
the costs of storage: in other words, Brazil has always been 
gambling on the short run. In the 1907 valorisation Brazil 
probably came out with a small net gain, though some authorities 
would deny this. The 1917 valorisation, aided by a great frost, 
was undoubtedly most profitable, and confirmed Brazil’s faith 
in the superiority of artificial control. Eventually permanent 
control was established in 1924, and supplies were rigidly with- 
held so as to maintain prices at a level which would reimburse 
producers for the extra expense involved in financing the coffee 


1 In this case there was a temporary decline in demand owing to the effects 
of the Great War, as well as excess supplies from abnormally large crops. It is 


impossible, however, to go into details here. 
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held in reserve storage. But no steps were taken to prevent 
additional planting within Brazil: the rivalry of the other states 
with Sao Paulo, and political considerations made this impossible. 
Rich fertile land within Brazil on which the costs of production 
are infinitely lower than on the older plantations, began to be 
opened up at an even greater rate than it would have been at a 
normal price level, while other coffee-producing countries found 
the price-level sufficiently attractive to double their production. 
Hence stocks in Brazil steadily piled up, and with the new plan- 
tations coming into bearing the chances of a really small crop 
became yearly more remote. The problem of the equalisation 
of supplies has now become largely over-shadowed by the problem 
of excess producing capacity both in the world as a whole and 
in Brazil. The halving of prices last October, and the new regula- 
tions as to stock-holding, merely mark the beginning of a new 
epoch, in which the Institute will have to play its cards extremely 
carefully if it is not to prolong Brazil’s agony. At the same time, 
the removal of all artificial control would be almost unthinkable : 
artificial control has got Brazil into the mess, and artificial control 
of some kind must get Brazil out again. But the lesson of Brazil’s 
experiments is not that the equalisation of supplies by producers 
is economically unsound, but that producers must not seek by 
gambling on the short run to make the consumer pay the costs 
of the process. 


4. Sugar in Cuba and Java. 


The various attempts at artificial control in Cuba during 
the last five years are so complicated by national, racial, political, 
personal and other similar factors—as, indeed, is the world 
sugar situation—that it is extremely difficult to make summary 
generalisations. It may, however, be pointed out that in Cuba 
the problem of excess capacity has been greatly complicated by 
the rapid improvements in the technique of production, including 
the recent development of new rich fertile lands. Restriction in 
Cuba was as much the defence of the high-cost against the low- 
cost producers within the island as it was the defence of the 
Cuban industry against the unexpectedly rapid recovery of 
European beet-sugar and the results of tariff protection in the 
U.S.A. and other countries. Restriction was abandoned not 
because it had, in fact, stimulated the addition of new capacity 
in other countries, but because the low-cost producers in Cuba, 
in their desire to regain freedom, succeeded in persuading the 
Cuban Government that this was the result, and at the same time 
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they revolted. The subsequent experiment with a co-operative 
single selling agency was ruined by personal factors, and the 
inability of Cuba to finance even the most modest stock-holding. 
Given a fair chance, it would probably have been of the greatest 
utility, especially in the darkness of the present time, when a 
comparatively small quantity of temporarily surplus sugar is 
depressing prices out of all proportion. But this is not to say 
that that or any other form of control would have avoided the 
crushing-out of an appreciable amount of high-cost capacity. 
This had to happen, and since the attempts at artificial control 
have been entirely directed to its prevention (for national reasons 
chiefly in order to prevent the complete dominance of American 
capital), these attempts merely postponed, and thereby have 
probably aggravated, the process. 

A brief note may be added concerning the sugar industry of 
Java, which affords many excellent illustrations of various matters 
discussed in Part I. The Java Sugar Producers Association 
shows the value of a strong centralised marketing agency in a 
market notorious for the uneven volume of its buying even in 
ordinary times. On the other hand, the events of the last three 
years illustrate its limitations, and the difficulties which arise if 
it is pressed to exceed them, even when no real obstacles arise in 
connection with the financing of stocks. The experience of these 
same years also shows what great difficulties may be occasioned 
to producers by a really rapid and sudden advance in the technique 
of production. Cane variety P.O.J. 2878 has been by no means an 
unmixed blessing to Java. 


5. Rubber. 


The restriction scheme of 1922 was designed to meet the 
temporary decline in consumption occasioned by the post-war 
world depression. There was certainly no more excess capacity, 
either already in production or still to reach the producing stage, 
than would in all probability be required within the six to seven 
years which constitutes the gestation period in this industry. 
Equally, the technique of production was not making any rapid 
advance. Since it is unquestionably better to keep rubber in 
the trees rather than to hold stocks in warehouses, restriction was 
a perfectly sound policy. Actually by the time the scheme was 
put into operation demand had begun to revive, and it is question- 
able whether any restriction was really necessary. Apart from 
this, the only serious criticism which can be made, is that the 
pivotal price was fixed somewhat too high : a price of fifteen pence 
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was more than sufficient to enable the marginal producers to make 
ends meet even on a moderately restricted output, and this price 
undoubtedly stimulated a good deal of native planting in the 
Dutch East Indies during 1923-24, while it may well have hindered 
the revival of consumption. In practice, the scheme proved to 
be insufficiently elastic, especially in view of the rather abnormal 
conditions then ruling in the United States motor tyre industry, 
and it may be urged that more ought to have been done by way 
of enlisting the co-operation of consumers, though this was 
difficult in the face of what they considered an unreasonably 
high pivotal price. But undoubtedly the extreme rise in price 
could have been largely prevented if there had been the will to do 
so. From 1925 onwards the history of the scheme merely becomes 
the history of a very foolish and misguided attempt at mono- 
polistic exploitation. 

The situation which was developing during the spring and 
summer of 1929 was of an entirely different character. Con- 
sumption was exceeding all expectations, but this was being 
outbalanced by an unexpectedly large increase in the output of 
Malaya and Ceylon. At first this was attributed to “ flush 
production ” as the result of the enforced resting of trees during 
restriction, but as month after month passed without the expected 
reduction in shipments, it became clear that the normal yield had 
greatly increased. It is impossible to examine here the causes of 
this increased normal yield on estates, or to assess the extent to 
which the even greater increase in the yield of native small- 
holdings is due to over-tapping. In view of the rapid increase in 
consumption, however, it would have been very difficult to justify 
any measure of restriction. On the basis of the new normal 
yield, it is not far off the mark to say that any estate which 
cannot make ends meet at a price of seven pence is obsolete. 
There seems to be an unwillingness on the part of producers to 
recognise that the progress of productive technique has enormously 
reduced costs: Mincing Lane still seems to think of eighteen 
pence as “ the economic price.”’ If consumption had continued 
its expansion, the increased production would very shortly have 
been required. The Wall Street crash and the rapid onset of the 
present world depression have, however, come at a very awkward 
time for the rubber industry. The decline in consumption has 
completely altered the position, and some more effective measure 
of restriction than the May stoppage may be desirable unless 
consumption rapidly recovers. Restriction does not perhaps yet 
encounter the objections and the difficulties which are involved 
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by a rapid advance in the technique of production, but this will 
very shortly cease to be true, and restrictionists will do well to 
remember that the rubber industry is on the threshold of far- 
reaching technical developments, which will necessitate the 
abandonment or modernisation of almost all existing estates 
within the next generation, unless demand increases beyond the 
wildest expectations. A little decapitalisation may not be 
altogether undesirable as a preparation for the future. 
J. W. F. Rowe 








SOME ECONOMIC AND SOCIAL CONSEQUENCES OF 
RUSSIAN COMMUNISM 3 


Has Soviet Russia actually contributed anything to the sum 
total of human experience in an economic and social sense? 
Every one knows that there has never been an economic and 
social experiment on a scale to compare with it. It is true that 
the French Revolution, for its time, might be compared in 
importance to the Russian Revolution, which involves the lives 
of one hundred and fifty millions of people and one sixth of the 
world’s land surface. But the French Revolution did not by 
any means introduce such new and untried economic institutions 
and processes as has the Russian Revolution. The Russian 
Revolution has tried to destroy Heaven and create a new Earth 
without any previous pattern upon which to work. All the 
world knows what the Revolution has cost Russia in terms of 
human blood, sacrifice and suffering. The shedding of blood, 
the sacrifice and the suffering continue. Do the experiments 
with economic and social institutions give promise of any results 
which may compensate the Russian people for what they have 
suffered ? 

Following the great famine of 1921 and the introduction of 
the New Economic Policy, it was the usual thing to say that 
Communism had failed, and that Russia might be expected to 
revert, either through a violent overturn of the Soviet Power or 
through a gradual evolution, to a capitalistic system on the 
model of the Western world. According to this interpretation 
of events, the Russian Revolution was practically a duplication, 
at a different time and place, of the French Revolution. This 
interpretation was a plausible one, since the concessions which 
had to be made to the peasantry at the time of the New Economic 
Policy certainly appeared to foreshadow the development of a 
system of peasant proprietorship such as has furnished the solid 
support for conservative Capitalism throughout Europe. The 
re-establishment of private trade, the granting of concessions to 
foreign capitalists, the stabilisation of the currency on a so-called 


1 The material upon which this article is based was obtained while the writer 
was in the Soviet Union as a Fellow of the Social Science Research Council of the 
United States. 
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gold basis, the creation of a differential wage-scale graduated 
according to skill, training and responsibility, all seemed to 
presage the inevitable recrudescence of Capitalism. This belief 
in the eclipse of Socialism has been fortified by Trotsky’s legend 
of the Russian Thermidor. In spite of the events of the past 
year, Trotsky still visualises the events which led up to his defeat 
by Stalin as the triumph of- the Thermidorean Reaction. In so 
doing, Trotsky ignores not merely recent events in Russia,! but 
also the fact that Stalin won his battle against him largely by 
impugning the reality of Trotsky’s Leftism. These circum- 
stances account for the failure to recognise the fact that the 
Russian Revolution no longer shows any signs of following the 
course of events which characterised the French Revolution. 

In terms of present human well-being it would, no doubt, 
have been better for the generation of the Russian people who 
witnessed the Revolution, if events had followed the familiar 
historical pattern, and if the experiment with Socialism had been 
finally abandoned as abortive at the time of the New Economic 
Policy. The benefits which will accrue to the Russian people 
during the next decade, even if the grandiose plans of the Party 
are realised, can hardly compensate for objective and subjective 
conditions of life, more terrible than anything since the days of 
Ivan the Terrible or the Tartar raids, which the population have 
suffered since the great October days. 

It has been the unhappy lot of the present generation in 
Russia to serve as laboratory specimens in the most elaborate of 
social and economic experiments. Has this experiment in vivi- 
section been entirely barren of results? Or is it possible that out 
of this experiment there will develop knowledge which can be of 
service to the rest of the world and to future generations of the 
Russian people ? 

If one surveys the Soviet system in the broadest sense, the 
most significant thing is that it is a Socialistic system which is 
operating with a degree of efficiency great enough to indicate its 
ability to survive. It can claim to be a truly Socialistic system 
in that the sphere of private property has all but been abolished. 
Private property in the means of production and exchange has 
either been completely abolished or is in the process of abolition. 
Private property in the means of consumption has begun to be 
abolished as the plans for public dining-halls and communal 
apartment houses are being put into execution. Within the 


2 See the writer’s article on ‘“‘The Fate of the New Economic Policy,” 
Economic Journal, Vol. XL, June 1930. 
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small sphere which has been left to private property, property 
rights have no protection against arbitrary limitation or destruc- 
tion. Even the most personal property is liable to confiscation 
for communal use without previous notice.1_ The Soviet system 
can claim to be a Socialistic system in that the processes of 
production and exchange are carried on almost exclusively by 
organs of the State. The system can claim to be Socialistic 
because its economic processes are not carried on for profit.? 

The experiment in the Soviet Union has definitely proved 
that a Socialistic economic system can survive and carry on at 
least the essential functions necessary for survival. Whether 
such a system is superior in productive efficiency to the Capital- 
istic economic system is quite another matter. Whether it is 
superior to the Capitalistic system in terms of human well-being 
is still a different matter. For the first decade after the October 
Revolution, the Soviet economic system could only demonstrate 
its ability to repair and to put into operation the machinery of 
production which was inherited from Tsarist Capitalism. Even 
by the end of the first decade, such additions +o capital equipment 
as had been made were not adequate to restore the industrial 
equipment of the country to the rather low level of efficiency 
which characterised pre-Revolutionary Russia. Nevertheless, 
even during this first decade the ability of a Socialistic economy 
to “carry on” somehow was demonstrated. What was not 
demonstrated was the ability of a Socialistic economy to create 
and to expand its own capital equipment. 

It has long been recognised that the problem of how to induce 
enough saving to maintain and expand capital equipment would 
be one of the most difficult problems which would face a Social- 
istic regime. It was assumed that a Socialistic system would also 

1 The land, houses, animals, tools, household furniture and even the clothing 
of the kulaki were confiscated following the announcement by Stalin of the 
policy of the “‘ liquidation of the kulaki as a class” in December 1929. The 
process of expropriation of the kulaki began early in January, although the decree 
of the Central Executive Committee and of the Council of People’s Commissars 
of the Union legalising these expropriations was not issued until Feb. 1, 1930. 
The Nepmen in Moscow were stripped of all their possessions, when the Moscow 
Committee of the Party, carried away by enthusiasm, decided to extend the 
policy of the “‘ liquidation of the kulaki as a class”’ to the Nepmen. In spite of 
the fact that no decree was ever issued which legalised these confiscations, and 
in spite of the fact that Stalin repudiated the action of the Moscow committee 
and forced it to issue a retraction of its announcement of “liquidation,” the 
Nepmen did not receive back the property which had been taken from them. 

2 It is true that Soviet industries are expected to show a profit, if possible, 
but this profit does not accrue to individuals, nor, except to a very limited extent, 


even to the workers who compose the industry. Instead, these profits are used ag 
one source of capital saving to permit the expansion of capital equipment, 
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be a democratic system. The distribution of income in a 
Socialistic state would therefore depend upon the expressed will 
of the majority, according to this hypothesis. Since the pain- 
fulness of saving is in inverse ratio to the size of the income, it was 
argued that it would be much more painful for multitudes of 
persons with small incomes to save than it is under a Capitalistic 
system, where a large portion of the total national income is 
saved by persons whose income is so large that saving entails 
little or no pain. This contention certainly has some validity, 
since it is not necessary to state it in such hedonistic terms. The 
record of capital investment in the Soviet Union for the last 
couple of years has proved that expansion of capital equipment 
can take place within a Socialistic economy. Seldom has so large 
a proportion of a nation’s income been saved and devoted to 
capital construction. It is possible that in time of war a larger 
proportion of national income may, in some countries, have been 
withheld from consumptive uses and devoted to war expenses. 
But rarely has a larger proportion been both saved and invested 
in concrete capital goods. This saving is all the more impressive 
when the very low standard of living is considered. 

It may be possible that this social saving could not have taken 
place under a democratic Socialistic system. Certainly nothing 
like the amount of social saving which has taken place in the 
Soviet Union during the last three years could have taken place 
if the Soviet system had been a democratic one. Only a despot- 
ism could have made possible the export of butter, eggs, honey, 
flour and other food products and their sale on the foreign market 

1 The data on capital investment which are published abroad by various 
organs of the Soviet Government are usually somewhat inflated. In some 
instances items of current expenditures are included under the heading of capital 
investment. In other cases total capital investment is not distinguished from 
net capital investment, inasmuch as allowance is not made for depreciation. It 
is, of course, a difficult enough problem in any country to determine exactly what 
is true capital investment and what is not. In Kontrol’nye Tsifry Narodnogo 
Khoziaistva Na 1929-30 God, pp. 452-3, data are given from which it is possible 
to compute the net capital investment after allowance for depreciation. Accord- 
ing to these data, new capital investment in all branches of the national economy 
for 1928-29 amounted to slightly more than five billions of rubles, and for 1929-30 
to slightly more than ten and one half billions of rubles. National income for the 
first of these two economic years amounted to 28,534 rubles and to 34,363 million 
rubles for the second (Ibid., p. 467). More than 17 per cent. of the national income 
was saved for the first of the two years, and more than 30 per cent. for the second 
year, according to these data. It has been estimated that for the year 1925 
about 17 percent. of the national income of the United States was saved. Morris 
Copeland, ‘“‘ The National Income and its Distribution,’ in Recent Economic 
Changes in the United States, p.759. The propriety of such a comparison may well 
be questioned, on account of the difference in methods of computing both income 
and capital investment in the two countries. 
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at a price far lower than that which the nearly starving populace 
would have been willing to pay.1_ The funds obtained from the 
sale of this produce were expended mainly in the purchase of 
mechanical equipment and technical aid from abroad. But if 
the wishes of the population could have been openly expressed, 
the decision would have been overwhelmingly for less capital 
equipment and more food. 

Not only has the Soviet economic system demonstrated that 
adequate saving of capital can take place in a Socialistic economy, 
but the evidence so far available indicates that the technique of 
mass production can be transferred from Capitalistic countries to 
Soviet Russia. Stalin has staked the future of the Party upon 
this possibility, and in its furtherance, thousands of engineers and 
technical experts of all kinds have been brought to Russia. 
Technical aid contracts have been made with great American 
companies for the construction of factories and the installation of 
machinery. While great difficulties have been encountered by 
these technical experts in carrying out the ambitious plans of the 
Party chiefs for the introduction of the latest means of mass 
production, the evidence does not show that these difficulties are 
very much greater than would exist if the attempt to modernise 
industry had been made when a Capitalistic regime was in control 
of Russia. In spite of the difficulties which have been en- 
countered, it seems certain that modern methods of mass pro- 
duction will be utilised much sooner by the present regime than 
would have been the case under Tsarist Capitalism if it had con- 
tinued to control the destinies of Russia. 

It has already been successfully demonstrated that modern 
manufacturing plants mechanically capable of turning out mass 
product can be built with the aid of foreign technicians. The 
great tractor plant at Stalingrad, which is to have a capacity of 
50,000 tractors per year when in full production, was opened and 
put into operation in June 1930. New railroads, power plants 
and irrigation projects are constantly being planned, built and 
put into operation. The first train was run on the newly con- 
structed Turkestan Siberian Railroad almost a year before the 
date originally planned. During the next two or three years it 


1 Payment for these commodities on the internal market would have been 
made in paper rubles, however, which would have been worthless to the Soviet 
Government in paying for purchases made abroad. 

2 For example, the technical aid contracts entered into with the Ford Motor 
Company, for the construction of a plant which is to have an eventual capacity 
of 230,000 cars per year, and the contract with the General Electric Company 
for the construction and equipment of electrical power plants. 
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will finally be demonstrated whether or not these great new 
sources of mass production can be efficiently operated by the 
present regime. Since a considerable number of new plants have 
been already constructed, and since such new plants as have 
been put into operation are being successfully operated, there is 
no reason to think that further success cannot be achieved. 

Soviet statistics show that large-scale State industry increased 
its productivity by 23-4 per cent. during the economic year 
1928-29. According to the plan, the increase in productivity 
for 1929-30 is to be 32 per cent.? All industry increased its 
productivity in 1928-29 by about 16 per cent. This compares 
with a rate of increase in the United States of about 4 per cent. 
per year. Even after a very heavy discount is made on account 
of the execrable quality of the goods produced, and to allow for 
certain other factors, this rate of increase in productivity is 
significant.® 

The evidence seems to indicate that the Soviet industrial 
system can successfully carry on the production of the masses of 
manufactured goods which are necessary for the maintenance of 
a fairly adequate standard of living. At the present time the 
Soviet system is still far behind the Capitalistic system in industrial 
efficiency. It is possible that its technical productivity will 
never have the potentialities of the Capitalistic system. The 
facts seem to be, however, considered purely from the standpoint 
of the ability to fabricate goods, that the Capitalistic system 
has far greater technical potentialities than its system of dis- 
tribution and of marketing makes it possible to utilise or exploit. 
The Soviet system, since it is not confronted by the same diffi- 
culties in marketing and distributing, is able to increase production 
very greatly, even though it has not yet demonstrated its equality 
with the Capitalistic system in the field of purely productive 
technique. 

The capability which the Soviet economic system has shown 
in providing a constant demand for all the products which its 


1 Kontrol’nye Tsifry Narodnogo Khoziaistva, op. cit., p. 26. 

2 Ibid., p. 80. For the first half of the year the actual rate of increase was 
28°8 per cent. Za Industrializatsiiu, April 13, 1930. 

3 Recent Economic Changes in the United States, Vol. I, p. xv. It is obvious 
that it is much easier to show a large increase in production from year to year if, 
as is true in the Soviet Union, productive effort is concentrated on producing only 
staple commodities which lend themselves to the methods of mass production. 
This results in an acute shortage of all sorts of miscellaneous but very necessary 
articles; although it facilitates the task of the statistician in showing a very 
high rate of increase in production. 
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industrial mechanism can produce is the proud boast of the Party 
leaders. They point to the present world crisis, with widespread 
stoppages of production, unemployment, tariff wars and the 
demonstrated inability of the Capitalistic system to market the 
amount of product which it is technically capable of producing, 
as the verification of the Marxian theory of over-production and 
economic crises. They can claim with truth that the problem 
of finding a market for their products simply does not exist. 

The Russian people, and foreign observers as well, are not 
impressed by this boast of the Party leaders. They point out 
that instead of the problem of lack of demand for the goods which 
are produced, the much more serious problem exists of furnishing 
a supply of goods adequate to fill the minimum needs of the 
Russian populace. In spite of the optimistic statistics of the 
rate of increase in production of manufactured goods, the actual 
fact is that there is a veritable and constant “ goods famine.” 
Not only is there a shortage of food, but there is a shortage of 
almost all manufactured goods as well, in spite of the fact that 
prices are very high in proportion to wages. It is customary for 
foreign observers to say that the Soviet Union has no problem of 
finding internal markets because the productive capacity of 
industry is so low that the population always needs more goods 
that it can obtain. 

It is well known, however, that the satiation of human wants 
is not the principal factor which is responsible for the phenomenon 
of ‘ over-production ”’ which exists in the Capitalistic world. 
Neither does the still low productive capacity of the Soviet 
industrial system in relation to the needs of the Russian people 
account for the freedom of the Soviet economy from ‘“ over- 
production.” This pseudo-explanation has, however, obscured 
the importance of this very real advantage of the Soviet economic 
system. For it used frequently to be said that one of the almost 
insuperable obstacles to the successful operation of a Socialistic 
system would be the difficulty in marketing the products of 
industry. It is certainly true that the technical apparatus of 
marketing in the Soviet Union leaves much to be desired. There 
is a large amount of waste and of general inefficiency in evidence 


1 Of course there is a very serious problem in finding a market for the exports 
from the Soviet Union. However, these exports are made almost wholly in 
order to buy goods abroad, for which there is a very pressing need, and which 
cannot be produced in sufficiently large quantities in the Soviet Union. If the 
need for these goods was not so pressing, almost all Soviet exports could be advan- 
tageously consumed at home. Certainly the export of Soviet products has no 
connection with any difficulties of marketing these goods within the Union. 
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everywhere. But inability to find purchasers for the goods 
produced is not a problem. 

Party people claim that they have solved the problem of 
“ over-production ” through their establishment of a system of 
planned economy. This is no doubt true if the term “ planned 
economy ” is especially defined. If one imagines that by the 
system of planned economy production is carefully restricted so 
as to prevent over-production of certain commodities, such a 
belief is entirely incorrect. Almost without any exception, 
every industrial unit in the Soviet Union is urged to produce all 
it possibly can. By means of “ Socialistic competition” and 
“ shock brigades,” the whip is laid upon every factory and section 
in factories to produce to the utmost. It is true, of course, that 
since the supplies of raw material, mechanical equipment and 
technical personnel are limited, the process of rationing them out 
to the different industries does operate, in a sense, to limit the 
production of some industries in comparison with others. Much 
has been said about the Five Year Plan, as an example of “ planned 
economy.” But the Five Year Plan functions mainly as an 
objective which every industry is supposed to surpass if it can 
possibly do so. The original piatiletka has been revised in 
countless items, and again and again, almost always in the direc- 
tion of increasing the estimates of what each industry is expected 
to produce during the period.1 ‘‘ Planned economy” in the 
Soviet Union is not primarily the direction of production through 
limitation, but the direction of production through the device of 
setting up innumerable general and specific goals. Within the 
limits of the resources which an industrial unit can obtain pro- 
duction is not limited. 

The principal advantage which the Soviet economy has over 
a Capitalistic economy in the provision of a constant demand for 
its products is in being able to take immediate and direct action 
to correct any temporary difficulty in providing a market for 
production. Another very great advantage which it has is in an 
economic organisation which enables action to be taken without 
fear of international repercussions of an unfavourable nature.? 
If, for example, a situation should arise in which there appeared 

1 For example, during the first year of the Five Year Plan, all industry under 
the direction of the Supreme Economic Council was to increase its productivity 
by 19 per cent. This was increased to 21°4 per cent. during the first quarter of 
the year. The original plan for pig-iron and steel was also materially increased 


at the same time. Kontrol’nye Tsifry Narodnogo Khoziaistva, op. cit., p. 76 
2 This is made possible by the existence of the state monopoly of foreign 


trade. 
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to be insufficient consumer demand to take off the market the 
products of industry, wages could be raised at once to a degree 
sufficient to overcome the difficulty, or prices could be lowered, 
or both means could be used. The Soviet system does not have 
to wait until competition will have lowered prices, and also 
incidentally have cut down production. Likewise, the Soviet 
Government can take direct action to increase the quantity of 
money and bank credit necessary to pay the increased wages 
without having to fear some disturbance in the international 
exchange market which would lower the exchange value of the 
Soviet ruble, since the Soviet ruble has been divorced from 
association with the value of gold or of other foreign valuta, and 
since there is a complete state monopoly of foreign trade. 

Planned economy does have its place, of course, since if there 
should be an over supply of some good which is used as a means 
of further production, due to the lack of other complementary 
goods which must be had in order to utilise the superabundant 
good, the production of the ‘‘ deficited ” + goods could be increased 
during the succeeding period. So also, if the production of 
building material were to be greater than the demand from the 
construction organisation in any given year, the building pro- 
gramme would simply be expanded for the succeeding year. 
There could arise no question of lack of money, for the State 
could provide very easily for the necessary expansion of money 
and credit to carry on these operations without fear of inflation, 
so long as the quantity of money and bank credit was kept in 
proportion to the increase in the amount of production to be 
carried on. Furthermore, since the price structure and price 
level are authoritatively regulated, there does not have to be the 
same nicety of adjustment between the quantity of money and 
the amount of money work to be done. When the increase in 
the supply of money becomes somewhat greater than the increase 
in the amount of money work to be done, the result often is to 
necessitate the rationing of the supply of goods, but the value of 
money does not immediately start on the downward spiral, as is 
true in similar circumstances in a Capitalistic economy. 

Closely associated with the problem of over-production is 
that of unemployment. Until the beginning of 1930 unemploy- 
ment in the Soviet Union presented a very serious problem. Not 
only was unemployment increasing, but the rate of increase also 
seemed to be rising. The causes of unemployment in the Soviet 


1 This English word has been taken over into the Russian language to apply 
to those goods the supply of which is so limited as to necessitate rationing. 
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Union were, however, somewhat different from those which were 
operative in Capitalistic countries. In the Soviet Union un- 
employment was not due to inability to sell the products which 
industry produced. Nor was unemployment primarily techno- 
logical in character. It is true that in many particular cases 
unemployment arose because of the rationalisation or mechanisa- 
tion ot particular factories. . But the total number of people who 
find new industrial employment every year is very much larger 
than the number of workmen who are out of work due to the 
rationalisation or mechanisation of industry.1 This is in contrast 
with the situation in a country like the United States, where the 
number of people employed in industry actually declined from 
1919 to 1928. A good deal of unemployment in Russia was of a 
temporary nature, which merely involved a transition period 
from one job to another. Nevertheless, until the spring of 1930 
this fraction of the population which was unable to find constant 
employment was of considerable size. The main cause of un- 
employment was the drift of population from the village to the 
city. This movement of the population was aggravated by the 
generally unfavourable status of the agricultural population. In 
particular, the operation of the “scissors”? which represented 
the spread between the prices of agricultural and manufactured 
products tended to stimulate the city-ward migration. The 
unemployed mass was partially composed of these ex-peasants, 
and partially of workmen who would have found employment 
if these former peasants had not been added to the labour supply. 
This urban migration simply increased the number of labourers 
faster than the Soviet economic system could find capital equip- 
ment with which to provide productive employment for them. 

At the present time, however, the Soviet system seems to 
have reached the point where it can provide employment for the 
displaced peasantry. It has been possible to do so, partly on 
account of the new capital equipment which has been put into 
operation, which employs a much greater number of labourers 
than it has displaced through its labour-saving qualities. A still 
greater number of labourers have found employment in the 
construction of new capital equipment, such as factories, irrigation 
works, power dams and railroads. During the last two years 
the Soviet Government has definitely cast aside the idea of a gold- 


1 The number of workers in industries controlled by the Supreme Economic 
Council increased 7°8 per cent. from the economic year 1927-28 to the economic 
year 1928-29 (Kontrol’nye Tsifry Narodnogo Khoziaistva, op. cit.,p.505). For all 
industry the rate of increase for the year was 6-9 per cent. (Kontrol’nye T'sifry Po 
Trudu Na, 1929-30 God., p. 155). 
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supported currency, and, as a result, is no longer limited to the 
same degree as formerly in finding funds with which to pay the 
services of labour. The Soviet economic organisation has gone 
over pretty definitely to the policy of disregarding purely monetary 
limitations upon the expansion of production and the construction 
of productive equipment. This does not mean that the dangers 
and disadvantages of over-issue are not recognised. Instead, 
every nerve is strained to keep the issue of money and the ex- 
pansion of bank credit down to the lowest possible levels con- 
sistent with a policy of expanding production and construction 
up to the limit of labour, raw materials, capital equipment and 
technical personnel necessary for such expansion. Pressure 
from the Party upon the officials of the money and banking system 
is so great that there is no doubt that this policy has resulted in a 
greater expansion of the volume of money than would have been 
recommended by the technical personnel of the State Bank and 
the Commissariat of Finance. It is probable, nevertheless, that 
it has actually proved feasible to expand construction and pro- 
duction much further than the financial personnel would have 
agreed to do had they been free to make the decision. The 
experience of the Soviet economic system in this respect is of the 
greatest importance in respect to the possibilities of a “‘ managed 
currency.” 

As a result of the new policy of maximum expansion of con- 
structive enterprises, there was an actual shortage of construction 
labourers in the spring of 1930.1 It is possible, of course, that 
one result will be an accentuation of the problem of seasonal 
unemployment. In point of actual numbers of unemployed 
persons, complete data, if they were available, would not be 
particularly favourable to the Soviet system. The available 
statistics do not include the millions of persons who make up the 
great “deprived ”’ classes. Much the greater number of these 
persons, among whom are included the kulaki, are not registered 
on the labour exchanges. This type of unemployment is punitive 
in character, however, and has little relation to the general 
problem of unemployment. It must be admitted that statistical 
data so far available do not prove conclusively that the problem 
of unemployment has been solved in the Soviet economic system. 
The number of unemployed has decreased only during a period 

1 The shortage of construction labourers became so acute that it was necessary 
to issue a special circular under the joint authority of the Commissariats of 
Labour and Agriculture, the Supreme Economic Council and Kolkhoz Centre for 


the purpose of increasing the supply of seasonal workers from among the peasants 
(Za Industrializatsiiu, March 4, 1930). 
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of less than a year. With the huge numbers of peasants whose 
labour will no longer be necessary in agriculture when the process 
of nationalisation of the land and rationalisation of agriculture 
has been completed, the industrial apparatus of Russia must 
absorb enormous numbers of former peasants. For the reasons 
stated, however, it is the opinion of the writer that the Soviet 
economic system can find employment for increasing numbers of 
workers to an extent which would be impossible in any Capitalistic 
country at the present time. 

It is too early to assess the results of the collectivisation of 
agriculture, in spite of the fact that the future of the entire 
Soviet economic system depends upon the success of collectivisa- 
tion. If collectivisation fails, it seems certain that the whole 
economic structure will crash in ruins. It does not seem probable, 
however, that failure will occur. If the harvest of this year is 
reasonably successful, it appears certain that collectivisation 
must be considered to have succeeded. Although it has been 
carried through in the face of the most bitter opposition of the 
vast majority of the peasants, the fact remains that it has pro- 
gressed at a rate which no one considered possible previous to the 
autumn of 1929. If famine is avoided this year, when the 
difficulties which had to be met were greater than they are liable 
to be again, the end of peasant husbandry in Russia is a matter 
of only two or three years. The experimental data which will be 
available to the agriculture of the world if couiectivisation is 
successful in Russia will be of incalculable value. No Capitalistic 
country could afford to disregard these data, even though the 
agricultural system which will be established in Russia would 
probably be unacceptable to the rural population of Capitalistic 
countries. 

The labourers’ standard of living in the Soviet Union remains 
extremely low.1. The standard of living of the peasant is still 
lower. Indeed, the standard of living of the industrial prole- 
tariat, who gained most from the October Revolution, is, at the 
present time, very little, if any, better than it was in pre-war 
times. The standard of living of the peasant is lower than it was 
before the Revolution, and the standard of living of the intelli- 
gentsia is, of course, very much lower. This means that, in spite 
of the fact that no share of the national income has to be paid any 


1 The average wage of all workers in industry for 1928-29 was 835°6 rubles 
per year (Kontrol’nye T'sifry Po Trudu, op. cit., p. 170) (one pound sterling, equiva- 
lent officially to 9458 rubles. In actual purchasing power the ruble is worth 
much less than this rate of exchange would indicate). 
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longer to landlord and capitalist, the average standard of living 
of the Russian people is lower than in pre-war times. How, then, 
is it possible to explain the discrepancy between the optimistic 
statistics of the rate of increase in production and the very low 
standard of living which exists ? 

As has been said, the productivity of Soviet industry must 
be heavily discounted to allow for the extremely low quality of 
the product. During the last couple of years, when statistical 
data show such large increases in the productivity of industry, 
the already low quality of product was being lowered still further.! 
The very large proportion of the national income which is saved 
for purposes of the expansion of capital equipment also finds 
practical expression in the more rapid expansion of the heavy 
industries which produce the means of production than of the 
light industries which produce goods for direct consumption. 
The export of food products to pay for mechanical equipment is 
still another aspect of this capital saving which effectively lowers 
the standard of living. 

The factor which has been most directly responsible for the 
low standard of life, however, is the exceedingly unfavourable 
experience of the Soviet system on the agricultural front. Under 
the present regime the huge pre-war exports of grain have been 
replaced by deficits in the supply of foodstuffs, which have reached 
famine proportions. The unfavourable agricultural situation has 
reacted on industry, where the supply of raw materials in such 
industries as the textile and food industries has not only been 
responsible for low productivity, but also for poor quality of 
product. If and when the agricultural problem is solved, the 
effect upon the standard of living will be most marked. In the 
opinion of the author, if the harvest is fairly good in the Soviet 
Union this year, in the course of the next decade the standard of 
living of the manual labourer in the Soviet Union will compare 
favourably with that of the manual labourer in the Capitalistic 
countries of Europe. 

It is probable that the standard of living in Russia will never 
reach a level of comparative luxury such as that attained by 
the bourgeoisie in Capitalistic countries. Even if the productive 
mechanism of the Soviet system were to become efficient enough 
to make this possible for the wide masses of the population, such 


1 Complaint of the poor quality of production is universal. The Press carries 
on a constant campaign against the poor quality of industrial products, and 
numberless examples of wretched quality are cited. The lowering of quality 
during the first year of the Five Year Plan in many branches of industry is referred 
to on page 26, Kontrol’nye Tsifry Narodnogo Khoziaistva, op. cit. 
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a standard of living would be repugnant to the spirit of Com- 
munism. Under the regime of Russian Communism there will 
never be any artificial stimulation of desire through advertise- 
ment, nor will the desire to emulate the “ leisure class ’ operate 
to create a standard of living which would include non-essentials. 
It is possible, therefore, for the Soviet economic system to provide 
the economic basis for an optimum Communistic standard of life 
much sooner than might be thought. Simple food, communal 
housing, proletarian club-houses, plain clothing, motor transport, 
short hours of labour, vacations at State recreation houses, may 
be taken to represent the final goal of Communist effort in terms 
of standard of living. Such a goal is no doubt wholly unaccept- 
able to the bourgeoisie, the intelligentsia, the greater part of the 
agricultural population and even the upper strata of the working 
classes of the Capitalistic world. It is probable, however, that 
it would have a powerful appeal to the most poorly paid and most 
unintelligent 50 per cent. of the population~of the Capitalistic 
world.? 

If it be said that the Soviet system has greater possibilities 
in respect to its productivity than is usually realised, it must be 
admitted that in respect to the psychological and intangible 
possibilities of the system the record is not an encouraging one. 
The philosophers who first created ideal social systems con- 
structed them as Utopias, not where men would produce more 
goods, but where men could live the ideal life. In these Utopias, 
the evil which finds expression in the lives of men was to be 
exorcised by the new conditions of life. In Utopia, meanness, 
pettiness, greed, envy and bitterness were to disappear. In 
Utopia man would at last be free. In spite of the fact that 
Russian Communism recognises Marx, who was contemptuous 
of Utopianism, as its spiritual father, there are many Com- 
munists all over the world who think to find in Soviet Russia 
Utopia realised. 

But one must admit that Soviet Russia is further removed 
from Utopia than is the Capitalistic civilisation. In Soviet 
Russia there is not less bitterness, but more. Communism has 
not brought peace to Russia, but instead a sword. Some part, at 
least, of the energy which men of ability in the Capitalistic world 
expend in amassing wealth is in Soviet Russia canalised in the 
struggle for power. Within the State Trusts and Commissariats, 
within the Party, the struggle for power is sharper than within the 


1 It is not maintained, of course, that the most poorly paid and the most 
unintelligent 50 per cent. of the population are an identical group. 








436 THE ECONOMIC JOURNAL [SEPT, 


institutions of Capitalism. The orthodox Party member of 
to-day finds to-morrow that his orthodoxy has been successfully 
attacked by a fellow Party member who hates or fears him, and 
he is ruthlessly expelled from the Party. The institution of the 
“ chistka ’’ or “ cleaning ” has been evolved, and is used in every 
institution in Russia to give full rein to suspicion, envy and 
sadism. 

Never in history have the mind and spirit of man been so 
robbed of freedom and dignity. It is not merely that academic 
freedom, freedom of speech, freedom of the Press, and freedom of 
thought areforbidden. The Party is not content with mere absten- 
tion from unauthorised action. Men must publicly deny their real 
thoughts and feelings. Nor is the matter so simple that it is 
possible to embrace a set of beliefs and principles and thereafter 
feel that one is safe within the precincts of orthodoxy. When 
Stalin was fighting the Trotskiest Left it was the orthodox thing 
to belittle the kulak danger and to favour a policy of conciliation 
toward him. Two years later the kulak is branded by Stalin as 
the primary danger, and he must be liquidated as a class. The 
writer once attended a Party “chistka”’ in which a woman 
member who was being “cleaned ’”’ was asked to explain the 
Bukharinian heresy. The continuous questioning had worn the 
woman’s nerves almost to the point of hysteria, and she cried out, 
“One day I am told that the views of Bukharin are exactly right. 
Now I am told that they are all wrong. How am I to know?” 

The policies of Bukharin, Tomsky and Rykov are branded as 
heretical. They are warned that they must recant. They are 
forced to the humiliation of public recantation,! but even this 
is not enough. The supporters of Stalin demand that they must 
abase themselves still further. 

An engineer is arrested by the G.P.U., charged with vredi- 
tel’stvo,? and is shot. His sonis a Party member. He is ordered 
to sign a statement that he approves of the execution of his 
father. He refuses, and is expelled from the Party. Never 
before has the human soul been so placed in bondage. 

Has the new order of life in Russia resulted in a new brother- 

1 See the text of their recantation in Hkonomicheskaia Zhizn, Nov. 26, 1929. 

2 This word is used to express any secret attempt to hamper the work of the 
Soviet Government or any of its organs. For example, a professor of economics 
who was an expert attached to Gosplan was accused and convicted of vreditel’stvo 
on the ground that he had not planned a sufficiently large production of pig iron. 
A professor of engineering was convicted of this crime on the ground that he had 
stated the coefficient of expansion of steel incorrectly in a text-book which he had 


written, in order to cause the boilers of the engines which would be built by his 
students to explode! 
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liness in the relations of man to man? The struggle for power 
among those who have been able to obtain positions of importance 
has been mentioned. It cannot be said, moreover, that the 
attitude of those in power towards their subordinates is any 
improvement over the attitude of persons similarly placed in the 
Capitalistic world. It is true that the workers themselves are 
pampered and petted as a class. They certainly fare better than 
any other class in the Soviet Union. But the office-workers, the 
clerks and “ white-collar workers’ are only one degree better 
off than the “ deprived ” classes, who are openly branded as 
enemies of the Soviet Power. The same thing is true of the old 
intelligentsia who took service under the Bolsheviki. They are 
ordered about by the former proletarians who have been placed 
in executive positions, and who are thus able to feel a sense 
of their new importance. The “ white-collar ’’ workers, such as 
stenographers, clerks and bookkeepers, are members of trade 
unions, but their union organisations are-without power or 
influence. They are discriminated against in many ways. They 
are the new “ proletariat ’’ of the proletarian State. 

Nor can one say that there is any evidence of increased brother 

liness among the industrial workers. Certainly there is never 
any evidence that the form of address “ Comrade ”’ has any real 
significance. The crowded street-cars in Moscow naturally do not 
afford a fertile field for the growth of friendliness to one’s neigh- 
bours. Yet one cannot fail to be struck by the general air of 
irritation and ill feeling which is so prevalent. One rarely sees 
a smile or hears a laugh. Partly this is due to the food shortage, 
which makes life so hard in the Soviet Union at the present time. 
But the sense of tension and of repressed anger seems due to other 
causes also. 
* It is not merely in the villages that the class war is constantly 
preached. It is impossible to believe that with the liquidation 
of the kulaki as a class this incitement to class hatred and struggle 
will come to an end. The miserable remnants of the former 
bourgeoisie and other “former” privileged classes are still the 
objects of relentless persecution thirteen years after the October 
Revolution. Militant hatred has become perhaps the most 
outstanding spiritual characteristic of Russian Communism. 

It must not be forgotten, however, that to perhaps a majority 

1 A member of this class in the Soviet Union is referred to by the word 
sluzhashchii, in contrast to a member of the class of manual workers, who are 
referred to by the word rabochii. The line between the two classes is quite sharply 


drawn, and every one is very anxious to be classed as the latter rather than the 
former if it is at all possible to be so classed. 
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of the inhabitants of the Capitalistic world, academic freedom, 
freedom of speech and of the Press are words only, whose import- 
ance is little understood. Probably the greater part of the 
labourers in Soviet Russia do not feel that they are deprived of 
freedom in any way. As long as a man does not attempt to rise 
out of the mass of labourers there is little curtailment of freedom 
of a sort which the ordinary worker would feel. The urban 
proletariat in the Soviet Union have been extremely dissatisfied 
during the last year, on account of the food shortage and on 
account of their close connection with the village. But they 
have not been dissatisfied because of restrictions upon their 
freedom, nor on account of the failure to attain the psychological 
conditions of Utopia. 

The significance of this to the coming struggle between Com- 
munism and Capitalism should not ve overlooked. When and 
if the time comes when a higher standard of living in terms of the 
elemental creature comforts can be offered by Communism to a 
large proportion of the labouring class in Capitalistic countries, 
a very serious situation will arise. The intelligentsia may then 
be confronted by a serious dilemma. Will the intelligentsia have 
the iron will to help the Capitalist to keep this lower class sup- 
pressed at such a time? Or will the intelligentsia stand aloof in 
the struggle, knowing that if Communism wins, their doom is 
certain? Only if Capitalism succeeds in so improving its technique 
that it can continue to give a better standard of living to the lower 
levels of its workers, will this dilemma be avoided. These 
improvements must be in the technique of marketing and dis- 
tribution rather than in production, and the Capitalistic order 
may be forced to take advantage of the experimental data 
which the Soviet system has produced and will doubtless 
produce. 

One of the characteristic features of the Soviet system has 
been the lessening of the intensity of the economic struggle of 
the individual. Although the struggle for power is more intense 
than in the Capitalistic world, the great mass of the people do not 
feel the bitter necessity of safeguarding or improving their indi- 
vidual economic status, either by saving or by increasing their 
earning capacity through advancement to more responsible 
posts. Communism is extremely scornful of the individual who 
practises the petty bourgeois virtues and attempts to build up a 
comfortable living for himself and his family. The worker is 
expected to seek improvement in his economic position only as 
the class to which he belongs improves its status. The engineer 
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and technician are expected to hold themselves in readiness for 
transfer from one part of the country to another on short notice, 
and at the same time serious efforts are made to prevent the 
earnings of this class from rising high enough to enable its members 
to ape bourgeois standards of life. In this way no one is per- 
mitted to build up a home which can be considered permanent, 
and on which the individual might be tempted to spend too much 
time and expense. As a result there is a very noticeable lack of 
social competition or emulation of the sort which is compre- 
hended in the American colloquialism “‘ Keeping up with the 
Joneses.”’ Furthermore, the future is too uncertain, even in the 
case of Party leaders, to encourage any attempt to set up a 
household upon the bourgeois model. The dissolution of the family 
as a social unit has also operated to destroy any pride of family 
which might cause the individual to be concerned about building 
up economic safeguards against the future. Not only is it im- 
possible to amass wealth in the Soviet Union, but the whole 
manner of life under the New Order tends to neutralise human 
craving for wealth. 

The system of social insurance in Soviet Russia has not yet 
developed to equality with that of the more advanced Capitalistic 
countries such as Germany, and is not, therefore, the major 
factor which has been responsible for lessening the sharpness of 
the economic struggle. This backwardness has not been due to 
any failure to appreciate the value of social insurance, but simply 
on account of the general poverty of the country, which has 
placed severe limits upon what could be done. The system is 
being extended, however, and the certainty that everything 
possible will be done to broaden and strengthen the system is a 
factor in lessening the sharpness of the economic struggle. No 
doubt the experience with depreciated paper currency has also 
been a factor in discouraging saving, and likewise in causing the 
general unconcern about the future which is so characteristic of 
the economic life of the individual. It‘has been no small triumph 
of Communism that it has partially at least substituted interest in 
the success of the Five Year Plan for interest in the economic 
success of the individual. 

It must be admitted that the foreign observer feels that life 
has become a dreary thing indeed, when it has been placed on 
such a level. The Communist retorts that this is purely bourgeois 
prejudice. The economic struggle may give zest to life for those 
who are successful, but it offers no compensations to the vast 
majority who fail in the struggle to “ get ahead ”’ financially, and 
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who instead are always confronted by the threat of economic 
disaster and by the difficulty of meeting day-to-day needs. 

The creation of a system of life which has displaced the 
money standard of measurement for even the moral and subjective 
values which exist in bourgeois civilisation must be registered as 
a distinct contribution to human welfare. While it is true that the 
struggle for power. has in many ways replaced the struggle for 
money, this fact does not entirely destroy the value of this element 
of the Soviet system. In Soviet Russia men do not devote their 
time to money-making activities in order to ape the standards of 
living of a wealthy leisure class. The servility which is induced 
by the desire to obtain monetary rewards has almost disappeared. 
The State employee in a retail shop is not particularly interested 
whether the customer makes a purchase or not. He does not, 
therefore, either fawn on the customer or subject him to high- 
powered salesmanship. He does not address the customer 
as “Sir”? and pretend that the customer is a superior order of 
being. This has serious disadvantages from the customer’s 
standpoint, no doubt, but the spiritual advance which is registered 
cannot be gainsaid. Waiters in restaurants, employees in hotels, 
and other workers who render personal service, including household 
servants, have also lost both the servility and the false “‘ Happy- 
to-serve-you-sir ”’ attitude which is so characteristic of similar 
workers in the Capitalistic world. Tips are still accepted in 
Soviet Russia, but Russians rarely give them. The foreigner 
customarily does, but he cannot usually purchase servility by so 
doing. Some of the old cabmen will still address a foreigner as 
Gospodin*+ or Barin,? in the hope of getting a tip, but this is 
not usual. Tips are sometimes refused, even when offered by 
foreigners. Tipping is an alien element in the Soviet system of 
life, which is rapidly disappearing. 

Private wealth, of course, hardly exists in Soviet Russia, 
and in consequence there is no class which has a special position 
on account of wealth ownership. Power, influence and authority 
are not accorded to fools, incompetents and mediocrities in the 
Soviet Union simply on account of the fact of possession of wealth. 
Fanatics, toadies and bullies do attain power in the Soviet system, 
and, in the case of the fanatics at least, much more frequently 
than in the Capitalistic world. One cannot but hail, therefore, 
the destruction of wealth as the universal standard of all values, 
while recognising that the transfer of power to the dominant 
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group of leaders in the Communist Party from the owners of 
wealth has not yet been shown to be a change for the better. 

When men have thought, or spoken, or written of Soviet 
Russia it has almost always been assumed that the Soviet economic 
system would be successful because Communism was innately 
good, or that the Soviet economic system would fail because 
Communism was innately bad. Men have rarely realised that the 
economic system might not be technically successful, even though 
the ultimate ends of the Communist Party might represent an 
important forward step in human progress. Still less have men 
considered that the subjective values of Communism as they are 
realised in Soviet Russia could be inferior to those of bourgeois 
civilisation, while the economic system could at the same time be 
technically successful.1_ Men have thus viewed the economic as 
well as the moral and ethical value of the Soviet system from 
the theological standpoint. The good must endure and the evil 
must perish. It may be that at long last events do-so fall out. 
At least it is a comfortable attitude to maintain towards events 
which are occurring in the Soviet Union. But for the present, 
it must be recorded that although the Soviet civilisation is further 
removed from the Utopia of the philosophers than is the civilisation 
of Capitalism, the Soviet system nevertheless has possibilities of 
economic success great enough to constitute a threat to the 
future of Capitalism. 

Unless the Capitalistic world can utilise the experimental 
data which are being worked out in Soviet Russia to strengthen 
itself against the day when Communism, supported materially 
and spiritually by success on the economic front, registers its 
first conquests outside of Russia, the only real question may 
be whether the World Revolution spreads first towards Berlin or 
towards Bombay. Communism strains every nerve to copy the 
enviable features of the productive technique of Capitalism. 
Capitalism may find itself forced to learn some lessons from the 
Soviet system if it is to be the conqueror in the coming world 
struggle. 

CaLviIn B. Hoover 
Duke University. 


1 J. M. Keynes approaches the same idea from another angle when in his 
Laissez-faire and Communism he asks what constitutes the essence of the New 
Order in Russia. Is it merely a purely materialistic and technical improvement 
over Capitalism, or is it a new way of life? 














THE IMPORT OF GOLD INTO FRANCE 
An ANALYSIS OF THE TECHNICAL POSITION 


THE apparently insatiable demand of France for gold has 
become ominous, for, by threatening the easy conditions in 
world money markets, it strikes at the only hopeful element in 
the present situation. If the formidable and ever-increasing 
size of the French balances abroad is taken into consideration 
this growing uneasiness is not difficult to understand. The 
anxiety created by these gold movements finds expression in 
criticisms of the French Government and the Banque de France. 
Though this feeling is not shared in responsible circles, it has 
been given wide publicity and has aroused considerable comment 
on the Continent. The charge that the French Government is 
purposely following a policy calculated to weaken the position of 
London has been countered by equally unfounded hints in the 
French Press, suggesting that the fluctuations of the exchange 
rate on London were the consequence of the concealed abandon- 
ment of the gold standard. An investigation of the relevant 
facts may, therefore, prove useful. 

It has been contended that France or the Banque de France 
sterilises gold. This gives rise to misunderstandings, since wilful 
action is implied. Whilst a banking or currency system may 
be called uneconomical in its use of gold 1 (and therefore danger- 
ous), the expression “ sterilisation of gold” should only be used 
if a central bank deliberately tries to neutralise the effects of the 
inflow of gold. As we shall show below, the Banque de France 
can only be charged with this if the gold inflow is caused by the 
conversion of its foreign exchange holdings. Nosuch transactions, 
however, have taken place this year, and they have occurred only 
to a limited extent in previous years. It appears, therefore, that 
those who make the charge of wilful hoarding mistake for conscious 
tactics the shortcomings of the French banking system and of 
the gold standard in general.” 


1 V. Nogaro, “ Le nouveau régime monétaire francais,” Revue d’Econ. Intern., 
1929, pp. 215-20. The fallacies which lead to excessive gold reserve requirements 
cannot be discussed here. 

2 Especially by disregarding the time element necessary in the working of 
the “automatism” of the gold standard. Since gold imports also serve for 
payment of a credit balance, the problem of securing internal stability without 
“* deflating ’’ other countries may become serious. (See, Taussig, International 
Trade, 1928, p. 197.) It seems as if internal open-market operations cannot be 
expected to guard adequately against this danger. 
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To elucidate this point we must analyse the French balance 
of international payments during the years 1928 and 1929.1 





(In million francs.) 











1928. 1929. 
-+ Items. | — Items. | + Items. | — Items. 

Balance of Trade ? 4,480 10,000 
Freight charges and earnings . + 3,150 +3,100 
Assurance and transit . + 600 + 6500 
Remittances of immigrants . — 2,200 — 2,500 
Tourist trade . + 7,500 +8,500 
Interest on private and public 

foreign holdings +3,500 — 1,200 +6,3007| — 700 
Interest and sinking fund pay- 

ments of the Government . — 6003 — 600 
Repayment of foreign Govern- 

ment debt : : ; — 2,208 — 2,237 
Reparation payments . +5,180 +6,700 
Visible long-term capital move- 

ments : + 167 — 579 + 200 —1,100 
Foreign exchange purchases I ~ 

and sales : 

(a) of the Government . — 3,768 4 — 1,459 
(b) of the Bank x ‘ — 7,140 + 6,576 

Gold . : . - . — 6,140 — 8,505 

















These estimates can only be used with caution ® and I have 
abandoned a balancing of the two sides which Meynial has put 
forward by means of an estimate of invisible capital movements. 
Nevertheless, a study of the comparatively accurate figures is 
valuable. The most interesting aspect of this comparison is that 
France was not only able to lend in 1928 on short term 11,000 
millions in a traceable way, but also to import an additional 


1 Revue d’Economie Politique. La France Economique: P. Meynial, “ La 
balance des Comptes,” 1929, p. 292, 1930, p. 470. 

2 Adjusted for the balance of trade with the colonies and dependencies and for 
the balance of trade of these territories with foreign countries. 

8 Corrected figure. Ibid., p. 474, and below. 

4 The Treasury reports its holdings of foreign exchange as being: 4,059 
million francs at the end of 1927; 7,827 at the end of 1928; and 9,286 at the 
end of 1929. The interest on this stock is included in the item “ interest.” 

5 Meynial’s lack of accuracy strengthens this scepticism. He gives, loc. cit., 
p. 479, the figure of + 6,700 — 2,237 = + 4,463 for the balance of Government 
capital payments, on p. 476 he gives an additional — 600 for foreign interest and 
sinking fund service. On p. 482 the interest charge is left out altogether and the 
capital movement appears to be + 4,700. It is not clear, moreover, how he 
arrives at the figure of 5,500 millions for interest by deducting (pp. 474-5) 700 from 
6,500 (the latter being also wrong, since 500 + 1700 + 4,100 is evidently only 
6,300). On p. 482 the excess of gold imports is given as 915 million new francs. 
The excess was (Royal Commission on Indian Currency and Finance: Evidence, 
p. 290) about 99 million dollars, which equals about 2,475 million post-war 
francs. 














444 THE ECONOMIC JOURNAL [SEPT, 


6,140 millions of gold. This formidable amount of 17,140 fell 
in 1929 (if the gold imports caused by the liquidation of foreign 
balances held by the Banque de France are left out) to about 
7,000 plus 1,929 millions. This fall was presumably caused by 
the increased unfavourable trade balance and by the termination 
(or diminution) of the repatriation of French capital. It may, 
however, be worth noting that at the end of 1929 the stock of 
foreign exchange of the Bank and the Treasury still amounted to 
9,286 + 25,948 = 35,234 million francs. 

The increase of the import surplus 1 supports the view that 
the basis of stabilisation was too low,? and that through the 
“automatism” of the gold standard (i.e. gold movements— 
price changes—alteration in the balance of trade) an equilibrium 
of the balance of payments is now being brought about. This 
equilibrium is conceived as being the state of affairs when the 
trade balance compensates all the other factors without the 
material intervention of gold movements. These merely act as 
intermediary factors bringing about the “real,” “final” compen- 
sation by payment by goods. This is the view which holds that 
any gold import which does not bring about an adequate price 
movement is “ sterilisation.” 

As a matter of fact, however, the course of foreign trade in 
the present year (coupled with the fall of the French price level 
in spite of there being no change in the visible monetary factors) 
conclusively proves that no restoration of the “ equilibrium ”— 
in the above-mentioned sense of the word—can be expected. 
The import surplus fell during the first four months this year— 
although French prosperity continued—from 3,965 to 3,005 
million francs. Thus it seems pretty clear that the elasticity of 
demand for foreign goods is not strong enough to counteract the 
close connection between the prices of goods which are and are 
not the object of international trade, and this connection makes 
a balancing of international payments through an appropriate 
change in foreign trade impossible.’ 

It is this phenomenon, so well known from the example of 
the United States,4 where, of course, the high tariff unfavourably 
influences the elasticity of the demand for imports, which makes 


1 The balance of trade in 1927 showed an export surplus of 2,372, or, adjusted 
for the colonial trade, a passivity of only 304 millions. Revue d’Economie 
Politique, 1928, p. 436. 

2 André Thiers, La révanche du franc. Paris, 1930. 

3 A possible hoarding explains some points because it is an “‘ absolute ” saving. 

4 V.M. Palyi, “‘ Die Zahlungsbilanz der Vereinigten Staaten von Amerika als 
Gliubigerland,” Schriften des Vereins fiir Socialpolitik, Vol. 174.—III. 
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the French a ‘born creditor nation.””! We have to accept, 
therefore, also in the French case the ignoramus which Prof. 
Taussig pleaded with respect to the mechanism which produces 
an equilibrium in the international payments of the United 
States,” or the conclusion of Prof. Angell,? that the balance came 
about, not as a result of the influence of intelligible forces, but 
seemingly by “accident.”. Since, however, this “‘ accident ”’ 
involves a constant drain on the gold reserves of the world and 
threatens disturbances of the first order, and since this can 
only be brought to an end by appropriate central banking 
measures,‘ it is clear that—instead of discussing whether or not 
a “natural” development causes the gold movements—we 
should try to evolve a system which without causing any artificial 
inflation will check the undesirable results of the peculiar be- 
haviour of the French balance of payments. We must, there- 
fore, proceed to an inquiry into the monetary factors involved. 
The study of the balance of international payments clearly 
shows that the accusation that the French have willingly and 
consciously “ hoarded ” or “sterilised” gold does not hold for 
the greater part of the gold imports. A “ sterilisation ” only took 
place in 1929-30 with respect to the 6,576 million francs ®° which 
the Banque de France obtained by converting its foreign exchange 
stock through direct gold imports and with respect to the sales 
of foreign exchange effected to avoid a gold export. In respect 
of this gold import (or non-export) a “ sterilisation ” really took 
place. The import of gold did not and could not serve for any 
extension of credit. Since June 1929, however, the Banque de 
France has not attempted to liquidate any of its holdings. The 
bulk of the gold which was imported could have had its effect on 
prices and on foreign trade. If it has not, this cannot be explained 
by any charge of “ sterilisation,” but by the apparent inadequacy 
of the mechanism of the gold standard to bring about the desired 


1 VY. the testimony of M. Pallain, Governor of the Banque de France before 
the National Monetary Commission, U.S. Senate Doc. No. 405. 61, Congress. 
2nd Session, p. 216. 

2 International Trade, pp. 330-34. 

8 ‘ Equilibrium in International Trade, the United States,” 1919-26, Quarterly 
Journal of Economics, 1928, p. 388. 

4 The only factor which is manageable. 

5 To this amount the accrued interest of its fore’gn balance, approximately 
1,000-1,200 millions, has to be added (4-44 per cent. on an average holding of 
25,000). The conversions in the autumn, 1928, were but 860 millions. From a 
strict point of view the liquidation of the balances of the Treasury cannot be 
called sterilisation, since the proceeds are used in France. Comptes rendus de la 
Banque de France for the year 1928, p. 18, and 1929, p. 4. 
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equilibrium and by other phenomena which counteracted the 
effects of the inflow of gold. 

Some distinguished authorities think that a continued drain 
on the gold reserves of the world can be avoided if the French 
make use of their splendid financial position and build up an 
international money and capital market which would take care 
of the favourable surplus balance of international payments. 
Quite apart from the fact that this would not bring relief quickly 
enough, there are other objections to this suggestion. It could 
only provide a mitigation of the present anomalies if the recent 
gold movements are the result solely of the lack of capital-export 
and of the tendency of French owners of foreign balances to 
liquidate their assets and convert them into francs.1 If one 
considers the French pre-war imports of gold bullion this view 
seems to lose its justification. Notwithstanding the heavy 
capital export of the pre-war period, France never found it 
necessary to export gold. On the contrary, the excess of gold 
imports were of an appalling magnitude ? in millions of dollars : 


1900 . 64; 1903 . 36; 1906 . 52) 1909 . 35] 1912 eee 
1901 . 655 | 1904 . 103] 1907 . 56; 1910 . 11] 1913 . 99 
1902 . 61; 1905 . 125| 1908 . 192, 1911 . 24] 1914 .- 149 














It may be objected that before the war France had a gold 
specie circulation and that a tremendous though unsuspected 
hoarding of gold was going on, which is not the case now. This 
objection does not hold. If the gold imports into France at the 
present time are due to the need of the French banks to strengthen 
their reserve positions (because, for instance, of hoarding of 
paper money)—a view which is held by the same authors—the 
problem is still the same, and increased foreign lending sufficient 
to absorb the favourable balance entirely is not possible. The 
building up of a broad international credit market may mitigate 
the immense potential dangers of the huge and ever-increasing 
French short-term balances, but will not reverse the gold flow. 

The preliminary problem is, therefore, to determine whether 
or not the demand for gold is a demand for currency or represents 
the accumulation of a potential reserve due to lack of foreign 


1 In such case the French banks, if they do not want to assume excessive 
exchange risks (i.e. go short on francs), must convert these assets into francs, 
and cannot step into the breach by holding them for their own account, giving 
the former owners credit in francs. ‘This conversion causes an appreciation of 
the franc, and a gold import, since franc exchange, as the balance of payments 
shows, is not forthcoming. 

2 Royal Commission on Indian Currency and Finance: testimony of the 
American experts, p. 290. 
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e lending by the depositors which the banks do not venture to do 
on their own account. 

If we remember the factors which influence the reserve re- 
quirements of the credit banks 1 we can point to certain indications 
which may help us to answer this question. The interpretation 
of continental bank balances is always difficult, since one never 
knows what items are included under the several headings. In 
spite of this difficulty an analysis may indicate certain trends. 
If the banks had not been prompted to import gold to meet the 
actual needs of their reserve positions, an import of gold would 
show (if the short-time foreign loans are not included in the item 
“ espéces en caisse, en banque et coupons,” which they probably 
are not) a heavy increase of their cash along with an increase of 
their liabilities.2 In this case the cash ratio would be increased. 
If, however, gold imports arose from loss of reserve, we should 
find that in spite of the imports the cash will not have correspond- 
ingly increased, or will have decreased. The volume of deposits, 
of course, will show the same movement. 

The actual figures are as follows (in million francs) : 


opr Pm 


_ 


a crn SS OF V & & be Ss 


Jan. Feb. Mar. April. May. June. July. Aug. Sept. Oct. Nov. Dec. 
Cash and coupons. 


Cw be 


1930 . 2812 2-797 3-225 
1929 . 2-710 2-668 2-605 2-390 2-626 2-559 2-813 2 
1928 . 3718 3-218 2:999 4024 5-148 3-263 2-750 2 


Kas 
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S 
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Deposits and creditors in current account. 
. 84-889 35-265 35-205 
1929 . 35-732 36-154 34-881 34-248 34-420 34-400 33-669 32-841 33-119 34-605 34-200 34-065 
1928 . 27-834 27-709 28-463 30-246 34-884 33-876 34-447 33:971 33-541 34171 34-573 35-372 
The deposits and the reserves of the banks not only do not 
show any increase as a consequence of the import of gold, but 
an actual decrease. The same is true of the reserve ratios. 


The Reserve in % of Deposits.® 


1926 : I. 14 | 1927: I. 18, 1928: I. 20 , 1929: I. 15 
ik. 4 II. 27 Ill. 18 Ill. 14 

VI. 15 VI. 40 VI. 18 VI. 14 

r IX. 15 Ix. 31 IX. 16 Ix. 4 
Al. 16 XII. 23 XII. 18 XII. 14 


VSS S&S SB CP VY Re RM UD PD let 


1 While in the year of actual stabilisation the foreign exchange 
sales had the expected “ glutting ” effect and the reserve ratio 


P 1 For our purpose an analysis of the statements of the four big joint stock 
“4 banks (Sociétés de Crédit) is sufficient. Not only do these great institutions 
f handle far the greatest part of the country’s credit, but only they give monthly 
statements. Moreover, it is probable that changes in their accounts are typical 
of those of the Banques d’ Affaires. 

2 Or a decrease of balances with correspondents. 

3 Jean Loriot, ‘‘ Les Banques,” Revue d’Economie Politique, 1930, p. 542. 
No. 159.—VvOL. XL. GG 
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increased rapidly, the data of the last two years show a decisive 
downward trend. The fact that banks tried to foster the develop- 
ment of the inter-bank clearings in order to be able to reduce 
their balances at the central bank is a significant sign of 
pressure. 

The increase of the gold stock of the nation did not augment 
the cash of the banks, thus making a credit expansion possible, 
or, if it did, the liquidation was much heavier: the existing 
deposits became more active,” and therefore a greater proportion 
of them had to be paid out in cash. It seems, therefore, as if 
the need for cash was the primary, the gold import the secondary 
development. 

The next question which arises is, what became of the original 
cash-reserves of the banks? What caused the need for additional 
cash ? 

Let us inspect the first of the possibilities : the circulation of 
the bank-notes of the Banque de France : ® 


(Monthly averages in million francs.) 
L Il. I. TY. ¥. Vi. VE. VEE. EX. x. XI. XII. 


1930 . 69-407 69-623 70-189 71-123 
1929 . 62-983 63-023 63-545 63-234 63-416 63-630 64-410 65-242 65-802 66-992 67-021 67-479 
1928. 57-879 57-922 58-747 59-758 59-683 59-466 60-190 61-065 61-635 61-849 61-956 62-269 


End of May 1930 . ‘ ° ° - 73-079 
June 1930 . ° . e > 72-594 
July 1930 . ‘ ‘ ‘ . 72-110 
August 1, 1930 ‘. ° ; * - 74-008 


The increase was uninterrupted and amounted on the average 
to about 500 million francs a month. It may be worth noting 
that in the first few months of 1929 it was very slow and that now, 
after the rather rapid increase in the last month of 1929 and the 
first months of 1930, it shows a relative stability fluctuating 
around 72,000 millions.4 If the changes in the second very 
important factor are taken into consideration the picture becomes 
clearer. 


1 “Le marché monétaire et les changes,” Revue d’Econ. Pol., 1930, p. 489. 

2 The cause of this activity was probably the increase of security issues 
which transferred hitherto ‘‘ unused ”’ deposits to the entrepreneurs, who paid 
them out in the form of wages. 

3 The gold reserve of the Banque de France (in million francs): 


1930 . 42-676 42-924 42°614 42-342 
1929 . 33-592 34-022 34-086 34-850 36-542 36-614 36-849 38-558 39-127 39-845 40-566 41-359 


1928. ‘ = ” ” » 28-962 29-540 30-265 30-529 30-730 31-054 31-793 
End of May 1930. ° e ° - 43-809 
June 1930. . ; ° - 44-052 
July 1930. ° . ° - 45-283 
August 1, 1930 ° ° ‘ ° - 46-061 


4 In the first weeks of August there was again an increase of about 2,000 
million francs. 
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Balance of the Treasury and the Caisse 1 autonome at the Banque de 
France (in million francs). 


1930 . 10-803 9575 7-698 6-475 
1929 . 12-263 12-508 11-487 11-742 11-624 11-437 11-927 13-423 13-771 13-238 13-770 12-572 


1928 . 6556 4664 3-979 3-548 3-326 4-343 7-903 10-125 10-678 11-608 12-766 12-574 
End of May 1930 . . e e - 5-363 
June 1930. ° e P - 4937 
July 1930 . : Pe ‘ - 9132 
August 1, 1930. . ‘ . Pe - 8-900 


If one compares the two series it seems to be convincing 
that an abrupt and heavy disbursement of public funds—primarily 
caused by the redemption operations of the Caisse—almost 
always brings about an increase of the note circulation. This 
phenomenon gives the impression that a hoarding of currency is 
going on. If this be true, a further almost unlimited currency 
demand is impending and the prospects for any improvement 
are rather gloomy. There are, however, other factors to consider. 
First, one must not forget that the French inflation, like every 
other one, considerably decreased the aggregate real value of the 
volume of the media of exchange. The aggregate currency 
circulation (including the gold specie in circulation) amounted 
before the war to 12,000? million pre-war francs. The real 
value of the circulation in 1926 was but 7,000 million pre-war 
francs. If we take into account the increase in the territory and 
production of France as contrasted with the pre-war state of 
affairs, a circulation of 70,000 million new francs does not seem 
to be excessive. A building up of “till’’-money cannot be 
regarded as simple “‘ hoarding,” because it is found to be completed 
in due course. The interesting fact that the cost of living not 
only did not, like the wholesale prices, show any decrease, but 


1 The autonomous Caisse was founded by the constitutional law of August 
10, 1926, to handle the greater part of the floating debt represented by the so-called 
Bons de la Défense Nationale. Certain revenues have been set aside to insure 
the working of the Caisse. An extremely skilful consolidation policy reduced 
the charges of the debt service, and the revenues proved far above this need (as 
against an originally presumed deficit which would have been covered from 
ordinary budget receipts). The law of December 30, 1928 (Sect. 96), therefore 
authorised the Caisse to redeem Government securities by purchase on the 
stock exchange, and Article 4 of the law April 7, 1930, ratifying the Young plan, 
gave it full powers to undertake consolidation and redemption operations. 

2 It is true, however, that in the figure of 12,000 million pre-war francs, an 
unknown amount of gold-coin hoards is included. The estimate of M. Pallain 
of the gold in circulation was 2,000-3,000 million pre-war francs (National 
Monetary Commission, ibid., p. 218). This estimate is too low. It is probable 
that the pre-war gold stock of France (outside the Banque de France, which 
held 3,200—-3,500 millions in the years 1910-13) was around 5~—6,000 millions. 
The estimate of Mr. Edie (Capital, the Money Market and Gold, Chicago, 1929) of 
1,900 million dollars (p. 25) is rather too high. 

Ga 2 
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increased from 111 a year ago to 115 in the first quarter of 1930, 
tends to bear out this assumption. The considerable increase 
in wages from 600 to 660 between Oct. 1928 and Oct. 1929 
strengthens this view,’ the more since employment, as shown by 
the increase of foreign labour, increased last year. As, however, 
the transport data and the consumption of coal show some 
slackening in the pace of production in the early summer of 
1930, the action of the note circulation in the next few months 
may give a clue to the solution of the question whether the 
savings of a broad strata of the French population take the form 
of hoarding to any considerable extent. 

The peculiar structure of the French savings banks ? affords 
some additional explanation of the apparent inability of the 
French banks to expand their credits, and of their urgent need 
for strengthening their reserve position. The savings banks, 
both the “Caisse nationale” and the provincial “ Caisses 
ordinaires,” have to transmit their deposits to a Government 
office. This office, the ‘‘ Caisse des dépots et consignations,”’ 
invests the funds for the account of the savings banks in Govern- 
ment securities, or bonds which are guaranteed by the State and 
in obligations of certain public corporations, and the Crédit 
Foncier. A reserve maximum of 10 per cent. of the deposits on 
January Ist of every year is kept in cash. Of this amount 
100 millions may be left with the Treasury, the surplus has to be 
deposited with the Banque de France. The Government office, 
because of the low liquidity requirements, is able to pay a rather 
excessive rate of interest. Even for the present year this rate 
was fixed at 4 per cent. The “Caisse nationale” gives 3}, the 
*“‘ Caisses ordinaires ’’ 2}-3? per cent. to their depositors. The 
deposits are due on demand. The law of August 20, 1926, fixed 
the maximum amount of deposits for the accounts of individuals 
at 12,000, and of corporations at 50,000 francs. Since the great 
banks do not and cannot pay more than 1} per cent. on sight 
deposits, the results are obvious. The rather high maximum 
and the possibility of having several accounts enables many to 
use the savings banks as a depository of their working cash 
reserve. The “Caisse nationale” especially shows a large 


1 “ Les Salaires,” by Jules Dunic : Revue d’Bconomie Politique, 1930, p. 957. 

2 The savings bank system is regulated by the law of August 6, 1895. 

3 This is even higher than it looks, because the interest on savings deposits 
enjoys special privileges with respect to taxation as contrasted with the bank 
deposits. The prohibition to draw cheques against savings deposits is not of great 
importance in France, especially since transfers can be effected by other means. 
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turnover which proves this point. As may be expected, the 
increase of these deposits is imposing : 


(In million francs.) 
1930 . 82-728 34117 


1929 . 27-735 28-191 28-455 28-597 28-777 29-043 29-360 29-693 29-961 30-249 30-570 32-293 
1928 . 22-099 23-073 23-684 24-059 24-220 24-462 24-836 25-290 25-637 25-895 26-059 27-301 

The limitation imposed upon the investment of these funds 
thus brings about the “ sterilisation ” of a rather large amount 
of currency. It flows from the savings banks by way of the 
Treasury through redemption to the “ rentier,’’ and comes back 
again to the savings banks or swells the hoards. The reserve, 
of course, remains immobilised at the Banque de France. Though 
the maximum reserve ratio of 10 per cent. is not reached, even the 
locking-up of 6-7 per cent.—which is the present ratio—has a 
considerable effect. The contrary changes in the “ private 
deposits ’’ of the Banque de France,! which include this reserve 
as well as the deposits both of the banks and of the other clients 
of the central bank, throw light on this important seurce of the 
demand of the banks for cash. 

The stagnation of the gold imports in the first months of this 
year and its coincidence with the huge reduction of the public 
deposits clearly points to the fact that the Treasury operations 
play quite an important rdle in the situation. Returning to the 
table on p. 449 we see the enormous fluctuations which this 
account underwent. It dropped from 6-556 in January to 3-326 
in May 1928, to increase to 13-770 in November 1929 and to fall 
back to 4-937 on June 27, 1930. It stands now again at 9-131 
millions. The abruptness of the changes is remarkable. 

The origin of these huge balances is well known from the 
history of the French stabilisation and need not be gone into. 
The fear of any set-back and previous unhappy experiences gave 
an enormous impulse to the funding operations, and retarded 
any lowering of the taxes.” 

The accumulating funds can only slowly be mobilised by the 
systematic buying of Government securities on the stock exchange, 
which helped the realisation of the second aim of the executive, 
namely, the lowering of the interest burden; since more than 

1 The private deposits at the Banque de France (in million francs) : 


1930 . 7-504 7640 7-816 7-146 
1929. 6-712 6477 6-728 6-675 7-071 6-732 6-564 6-124 5-502 6-248 7-378 7-138 


1928. 3890 =3:989 4:016 5-115 6-002 5-322 6-005 5624 5-457 5-803 6-000 6-707 
End of May 1930. ° . ° - 9-688 
June 1930. ° . ° - 9797 
July 1930. e ‘ ‘ - 7-925 
August 1, 1930 e ° . ° - 6-492 


2 These considerations are also responsible for the policy of the savings 
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70,000 million francs will become due next year and in 1932, it 
is not probable that this policy, which has already produced such 
remarkable results,’ will be discontinued. Indeed, as the huge 
balances of the Treasury gave rise to violent attacks, they have 
been reduced by tax reductions, by increased expenditure, by the 
alteration of the fiscal year, and by pledging the remainder to the 
so-called reconstruction plan. But as these funds dwindled, they 
have been replaced from the proceeds of the reparations loan.? 

In these circumstances it could not have been expected (and 
it cannot be expected) that any attention would be paid to the 
consequences of the fiscal operations on the banking structure,® 
and a repetition of disturbances of this kind must be anticipated. 
The only possibility open to the Treasury itself for the avoidance 
of tension would be to keep the resulting balances with the credit 
banks instead of the Banque de France, an obviously impossible 
expedient in France.* 

The borrowings of the other clients'—the advances on 
securities of the Banque consist mainly of such loans, and can 
be taken as representative—though they increased considerably 
last year and this level was maintained this year, are apparently 
insufficient to procure enough cash for the whole system.® 

We may now briefly summarise our results. We found that 
the gold demand is clearly arising from the need of the great 
joint stock banks to replenish their cash reserves. This need 
was accounted for by a rise of the note circulation, by the peculiar 
structure of the French savings bank, and last but not least by 
the operations of the Treasury and the “Caisse autonome ”’ in 

1 The rate of capitalisation of the debt was lowered from well over 8 per cent. 
in 1926 to little more than 4 per cent. at the present. 

2 The continuation of redemption operations with a view to lowering interest 
charges—political reasons apart—made the flotation of the reparations loan so 
important to France. At the same time it provided the French investor with a 
new high-yield security. 

3 The flotation of the reparations loan and the operations of the “‘ Caisse 
autonome,” which led to an excess of issues of ‘‘ Bons ” over redemptions, with- 
drew over 4,000 million francs from the market. There can be little doubt that 
this was the main cause of the recent gold imports. 

4 A method often used in U.S. 

5 The direct loans of the central bank in the form of rediscounts are probably 
not very considerable. It is rather more difficult for a private client to obtain 
credit on rediscount. The supply of bills with three good signatures is not great, 
and the procuring of the necessary securities to replace the third signature is 
rather an impediment for the business man, who probably prefers to use those as 
a basis for an additional loan, rediscounting his bills with the credit institutions. 

6 It must be remarked that the quite unnecessary disturbance of London 
during the issue of the shares of the B.I.S. was entirely due to the Banque de 
France. The Banque, quite unnecessarily, stipulated full payment for every 


subscription, though a considerable over-subscription had to be expected. This 
locked up about 5,000 million francs, since the issue was 158 times over-subscribed. 
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order to convert and fund the national debt and lower the interest 
charges. It is not yet clear whether and to what extent the 
increase of the volume of the note circulation is caused by hoard- 
ing. The huge increase in capital flotations and savings deposits 
seems to indicate that such hoarding, if any, cannot have been 
very extensive. This conclusion was borne out to some extent 
by the fact that the increase of the bank-note circulation can be 
partially accounted for by the increase of employment, wages 
and cost of living. 

The question arises why this strain on the reserves of the 
banks did not find any expression in the money rates in France. 
Why was the market in spite of this occurrence apparently 
glutted? This lack of sensitiveness is one of the symptoms of 
the disorganisation of the Paris money market resulting from the 
inflation, which has lately been extensively studied.1 In this 
connection, therefore, only a few relevant facts need be men- 
tioned. The call loan market, which in other countries plays 
such an important réle, is very narrow in Paris. Before 1924 
there was such a market based mainly on loans procured on short- 
term Government bills. At that date, however, the Banque de 
France excluded these bills from the list of securities on which 
loans could be obtained, because of the danger that these funds 
would be used for bearish operations against the franc. The 
market never recovered from this blow and became, especially 
since the Banque de France last year allowed short-term borrow- 
ings on commercial acceptances, almost entirely nominal. The 
big banks do not like to borrow from each other and resell bills, 
and there are no intermediaries, bill brokers, who would supply 
the necessary element of elasticity It seems impossible, on the 
other hand, that bill-brokerage could be introduced without 
giving to the Banque de France a discretion to purchase prime 
paper under her bank rate. To form a short money “ pool” 
without the aid of the Banque is not feasible. Its aid, on the 
other hand, cannot be useful if its rate is the same as for ordinary 
trade bills (or if it is increased by a commission of } per cent., as 
is now done on short-term loans). The apparent low rates on 
acceptances do not have the significance commonly attributed 
to them.? The high fiscal charges, which were cut down only 
at the end of last year, the high commissions charged by the 
banks and their apparent unwillingness to provide adequate 

1 VY. Ricard, ‘‘ Le marché monétaire et les changes,’’ Revue d’Econ. Pol., 
1929, p. 438. L’Hurope nouvelle: ‘‘ La réorganisation due Marché de Paris,” 
January 11, 1930, No. 622. 


2 It has to be remembered, also, that the discount charged on the open 
market on prime bills for the first eight days is the bank rate. 
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facilities, render these rates nominal and not comparable with 
the rates of other markets. This is the more true since during 
the period of money tension the banks refused to buy, from certain 
countries, drafts at the market rate, a discrimination which is the 
more inexplicable and irritating since these drafts have been 
accepted by the same institutions. 

These and other reasons! are responsible for the apparent 
inability to expand the market. Since, however, the banks 
look for a safe and short-term investment for their funds, this 
scarcity of prime bills, made acute by the conversion and funding of 
the “‘ Bons,”’ lowers the rate of interest, and compels them to hold a 
greater part of their secondary reserves on foreign money markets.” 

The market rates, therefore, have not the same significance as 
the market rates in England or in the Eastern States of the U.S. 
The bulk of the business is done on very much higher rates. 
The interest charge of the great joint stock banks on two-named 
paper is generally 4 per cent. above the bank rate plus a commission 
of $ percent. per quarter. The basic rate for advances on securities 
is 3 per cent. above and, in open accounts, 1 per cent. above the 
rate for advances fixed by the Banque de France augmented by 
4 per cent. quarterly.2 These rates, however, may be regarded 
as minimum rates on good names. The interest charges of the 
provincial banks are considerably heavier. 

If now the central bank, through its own operations, does not 
or cannot come to the aid of the banks, these must, in order to 
obtain currency, either obtain credit or liquidate their foreign 
assets. In most countries, however, the great banks do not care 
to borrow at the central bank—the less if they have ample 
secondary reserves which they can mobilise without such 
borrowing.’ This is the case in France too, especially if the 


1 There is, for example, the difficulty of the antiquated provisions of the French 
law with respect to the pledge of securities (gage). Only the Banque de France 
and the Crédit Foncier are exempt by special ordinances from those regulations, 
which forbid the sale of the pledged securities without previous judgment. 

2 The amount of the ‘“ Bons” decreased through redemption and funding 
from 48,261 in 1926 to 28,792 millions in 1929. The short maturities have been 
entirely eliminated because of the previous bad experiences. Since June 2, 
1928, only “ Bons ”’ of two years are in circulation. The chase of the banks after 
bills which have only a short time to run became proverbial. A similar develop- 
ment could be noted on the London market early this year. The apparent 
fallacies leading to this policy cannot be discussed here. 

8 The spread between these rates and the bank rate seems to have increased 
last year. This is one of the effects of the policy of the savings banks, which 
forces up deposit rates. In Germany and also in other countries the same 
development may be remarked. 

* cf. Note 1 on p. 446. 

5 The borrowing is then effected by someone else, or gold imports take its place. 





vith 
ing 
ain 
the 
een 


ent 
nks 
this 
g of 
Ida 
ts.2 
2 as 
JS. 
tes. 
ned 
ion 
ties 
the 


ded 
the 


not 
r to 
ign 
are 
ple 
uch 
the 


anch 
ance 
ions, 


ding 
been 
e 2, 
rfter 
lop- 
rent 


ased 


hich 
ame 


lace. 





1930] THE IMPORT OF GOLD INTO FRANCE 455 


differences between the foreign market rates and the domestic 
bank rate are not very large,! at least as far as the joint stock 
banks are concerned. This feeling may be explained by tradition 
and prestige. An additional cause is the fear on the part of the 
joint stock banks of the competition of the Banque de France. 
Since the branches of this institution (18 in the capital, 159 in the 
provinces, and 483 other offices) handle the same business as the 
branches of the banks,? this fear cannot be dismissed as altogether 
unfounded. At any rate we can discover an intimate relation- 
ship between the gold imports and the level of the rediscounts at 
the Banque de France. In the autumn of 1928, when the redis- 
counts were still at a low level (because of the results of the 
foreign exchange sales), the gold imports were almost exclusively 
due to the conversion operations of the Banque de France. This 
situation altered completely in 1929. The rediscounts, for the 
reasons discussed, reached the high level of 9,703 millions in 
November. A heavy inflow of gold, not prompted by the Banque 
de France, ensued.4 When the disbursements of Government 
balances reduced rediscounts successively to 5,050 in April and 
4,598 in the middle of May, gold imports ceased almost completely. 
The subscription of the shares of the B.I.S. raised the debt of 


1 Which was the case in the end of 1928, when the Banque de France was 
enabled to liquidate its foreign exchange loans by selling them to the banks, which 
in turn procured the necessary cash by rediscounts. The same occurred again in 
the last quarter of 1929. The present small margin between the rates in Paris 
and London has been responsible that there was no marked back-flow of money 
after the completion of the disturbing fiscal and financial operations. Another 
reason for this phenomenon is that the release of cash was almost always 
counteracted by the increase of circulation. 

2 V. the testimony of M. Pallain, National Monetary Commission, ibid., 
pp. 192-3. 

3 The banks discount their small bills with the Banque, which thus provides 
them with an efficient and very cheap collection machinery. The amount of 
these bills tends to be constant and cannot provide for any exceptional needs. 

Advances on securities do not come into consideration as a source of additional 
cash because of their expensiveness. At the present moment their rate is 4} 
per cent. 

4 It is probable that the crash in New York which reduced money rates was 
an additional cause. 

Discounts and advances of the Banque de France (in million francs) : 


Discounts : 
1930 . 6912 6: 5-684 5-050 
1929 . 4-454 4-650 5-290 5-940 6-180 6-863 7-852 8-305 8-157 8-548 9-703 8-012 
1928 . 1-660 1:660 1-801 1-944 2-232 2-371 2:493 2-521 2-932 3-501 3-985 4-195 
Advances : 
1930 . 2-568 2-559 2-578 2-641 
1929 . 2-226 2-310 2-361 2-365 2-398 2-380 2-438 2-421 2-434 2-504 2-562 2-591 
1930) . 2:713 =21:723 «1:740 1:756 1:789 1-882 1-936 2-004 2-015 2-127 2-222 2-239 
Discounts: End of May 1930 . . 7-647 End of July 1930 6-058 
June 1930. . 6-176 August 1, 1930 3 . 4-805 
Advances: End of May 1930 . . 2-541 End of July 1930 2-682 
June 1930. . 2-693 August 1, 1930 2-871 
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banks to almost 9,000 millions, the drain on foreign gold reserves 
began again, and continued when the floating of the reparation 
loan and other fiscal operations kept the level of rediscounts 
between 6,000 and 7,000 millions in July. 

The central bank (by purchases of Government securities or 
acceptances—as is done in London or New York—or foreign 
exchange—as the central banks of the gold exchange standard 
countries do) could indeed create additional cash without any 
disturbance to the home or foreign money markets. In fact 
these open-market operations are successfully employed in 
London and in New York to couuteract the otherwise stiffening 
effect of fiscal operations of gold-efflux, if the authorities do not 
wish an increase of interest rates. The same aim would be 
reached, of course, if the Bank would undertake “ report ” 
operations (t.e. cash purchase of securities and foreign exchange 
with a simultaneous forward sale). 

This expedient, however, is not open to the Banque de France. 
The 8th article of its original charter of January 16, 1808, limits 
her activities to those expressly allowed by the law. But the 
charter and the subsequent laws do not contain any permission 
to undertake open-market purchases. This restriction is rendered 
complete by the express prohibition against quoting different 
interest rates on the same kind of operations to different clients. 
Thus, even if there was an organised money market in Paris of 
a sort comparable with that in London or New York—and this 
is not the case (partly just because of these shortcomings of the 
Bank-charter)—the Banque de France could not make competitive 
bids to secure bills on the open market so as to alleviate a tension 
in the market. 

The permission to sell and purchase the “ Bons” of the 
“Caisse autonome,” handed over in place of the Government 
obligations which served as a security for advances made by the 
bank to the State for the purposes of allied Governments,’ is of 
no use, since the Banque never sold any of those bonds. 

The bank, therefore, cannot carry on any open-market policy 
to provide for the need for additional cash. A direct intervention 
on the foreign exchange market which was allowed by the law of 
August 7, 1926, is no longer possible, since the new monetary 
law of June 25, 1928, expressly abrogated this permission. If 
the Banque refrained this year from the liquidation of any of 


1 Article 3, Convention of June 23, 1928, between the Government, the 
Banque de France and the “‘ Caisse autonome ”’ ratified by the monetary law of 
June 25, 1928. See the Annual Report of the Banque de France for 1929, p. 23. 
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its own foreign holdings in order not to aggravate the gold move- 
ment, this was the most it could do. Any active help to the 
market has been made impossible. 

The liquidation of the foreign balances of the banks must 
necessarily lead, therefore, to gold imports, and one does not see 
how this liquidation can be brought to an end in the present 
situation. ‘ 

It is, on the other hand, of the utmost importance that these 
gold imports, which are an additional factor of disturbance in a 
very grave economic situation, should come to an end. This is 
not only in the interest of the world at large but also in that of 
France. If that country has not yet been subjected to the world- 
wide depression, it seems hardly possible that a continuation of 
the crisis will not have any effect on her prosperity. The state- 
ments of responsible statesmen show that they are well aware 
of the truth that a failure of France to co-operate in the main- 
tenance of economic stability and in overcoming the present state 
of depression, far from enhancing her already splendid economic 
and financial position, can only harm her own development. 

It cannot do any good, however, if the French authorities 
merely stress the fact—as they like to do that the French gold 
imports are due to “ natural causes,” to the automatism of the 
gold standard. The tendency to deprecate the idea of conscious 
management of monetary development (while it can be under- 
stood after the many cases of mismanagement) is very dangerous, 
because it may easily lead to emotional excesses. 

The scientific and quasi-scientific attacks 2 on the gold exchange 
standard, which mistook the difficulties which occurred in in- 
dividual cases for shortcomings of the system, have already led 
to most serious consequences in increasing quite unnecessarily 


1 Report of the Banque de France for the years 1928 and 1929. This tendency 
is apparent also in many French scientific publications. 

This passivity towards gold movements is not quite as impartial as the French 
sources like to stress. The bank indeed did not hinder the influx of gold. As 
soon as the exchange rates went against France, however, the bank sold foreign 
exchange and hindered the export of gold. The contradictions of its reports 
for 1928 and 1929 are apparent in this respect (1929, pp. 4-6, and 1928, pp. 18-20). 
The artificial narrowing of the gold points was another step in this direction, 
because it encroached upon the well-known forces which tend to bring about the 
equilibrium in international payments without gold movements (v. A. Lans- 
burgh, Internationale Bank und Goldclearing, Francfort, 1929) (ibid., 1928, p. 8). 
The refusal to accept standard gold (which, by the way, cannot be based on any 
French law) was probably not due to the desire to limit the gold withdrawals 
from London. 

2 A typical example is Mr. Mlynarsky’s book on Gold and Central Banks, 
1929. 
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the scramble for gold. The failure of intervention now may cause 
further disturbances of the first magnitude. It can be easily 
understood that the French legislators, still under the impression 
of a devastating inflation and the unpleasant task ahead of 
ratifying and perpetuating a devaluation of the internal debt to 
one-fifth of its nominal value, wanted to exclude any possibility 
of a recurrence of a depreciation of the currency, and embodied 
their inborn distrust of the authorities in restrictive regulations. 
But it would be a grave error to suppose that they had the 
intention of causing a severe deflation with equally disastrous 
consequences. Indeed, they even took the possibility of the need 
to undertake open-market operations into consideration. Article 
9 of the convention between the bank and the State of June 23, 
1928, expressly allows the bank to purchase short-term securities 
and bills for the account of foreign central banks on the open 
market. These can be repurchased, if necessary, by the bank. 
This permission was inserted not only so as to be able to accord 
to foreign central banks facilities similar to those which they 
granted to the bank, but with the intention—as M. Moreau, the 
Governor of the bank, declared at the general meeting} on 
January 31, 1929—‘“to enable the bank to undertake direct 
interventions on the short-term capital market by selling or 
purchasing securities, thus facilitating the control of the market, 
one of the foremost duties of the bank.” 

The history of the Banque de France, on the other hand, does 
not lack examples of direct discount credit to foreign central 
banks in order to mitigate the tension on the international money 
market.2 Both expedients offer a way out of the present dead- 
lock, since the proceeds of these inter-central bank credits could 
be used (either by depositing them with French banks or by 
purchasing French short-term securities or foreign exchange) to 
satisfy the need for currency without a drain on foreign markets. 
At the present moment, however, it seems improbable that any 
foreign central bank would care to resort to either facility, not 
only because of prestige but also from political considerations. 
The creation of the B.I.S., however, provided the world with an 
instrument admirably fitted for purposes like the solution of the 


1 Report of the Banque de France for 1928, p. 16. 

2 During the Baring crisis (1890) the bank shipped 75 million francs against 
the pledge of 3 per cent. Treasury bills (Ramon, Histoire de la Banque de France, 
p- 400) in 1906, and again in 1907 she placed gold to the disposition of the Bank 
of England, rediscounting English commercial paper (Conant, History of Modern 
Banks of Issue, p. 716), an operation which was repeatedly used to counteract the 
drain on the English gold reserves. 
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present problem. The activities of the B.I.S. are not as strictly 
limited by tradition as those of other central banks. The political 
objections, which would most certainly be very keen if a foreign 
central bank were granted credit to be used for intervention 
against the continuation of gold imports into France, could also 
easily be overcome with this solution. The statutes of the 
B.I.S. provide the central hanks with an absolute power of veto 
against any operation in their, respective countries which are 
regarded unfavourably by these authorities. It would be, there- 
fore, apparent to everybody that the operations are conducted 
with the express consent and under the supervision of the respon- 
sible French circles. This guarantee will not fail to secure to 
these measures the necessary general approval, which on other 
occasions was easily obtained.! 

Since the B.I.8. probably does not have enough commercial 
bills, the adoption of the first expedient would be better. The 
working of this mechanism is very smooth. The French balances 
of the B.LS., if any, could be used as an initial fund, or an advance 
against securities could be obtained. With this money (because 
of the scarcity of French acceptances) ‘‘ Bons ” of the “ Caisse 
autonome” or English commercial bills could be purchased. 
Through the resale of these bills or securities to the Banque de 
France the revolving fund could be replaced and the operation 
repeated.2, It may be remarked that no objection could be 
taken against the rediscount of English bills by the Banque de 
France. Sub-section 4 of the law of December 29, 1911, allows 
the rediscount of bills payable in foreign countries. No regula- 


1 The French Chamber rejected in 1891 with 419 votes against 29 a motion of 
censure moved against the Banque de France because of its intervention in 
favour of the Bank of England.—Ramon, ibid., p. 400. 

2 It may be pointed out here that such intervention does not mean any 
change as far as the French internal monetary situation is concerned. These 
operations only serve to furnish funds which otherwise would have been procured 
by gold imports. A direct intervention on the foreign exchange market, the 
purchase of English bills, is much the safer way to insure this condition. This 
was amply demonstrated by the American experiment of 1927. In that case the 
Federal Reserve Bank brought about gold exports by artificially diminishing 
money rates through open-market operations. The funds thus created not only 
flowed to foreign countries but stimulated a tremendous stock-market inflation. 
The help afforded by the gold ‘‘ dishoarding ” was thus turned into a peril which 
more than over-compensated the beneficial effects. It is to be hoped that a better 
knowledge of the shortcomings of the gold standard will furnish us in the form of 
well-planned interventions on the foreign exchange market combined—if neces- 
sary—with restrictive open-market operations (i.e. the purchase of foreign 
exchange with simultaneous sale of home bills or Government securities, which 
would be possible in France too) a better technique to overcome international 
monetary entanglements without causing internal troubles. 
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tions mention, moreover, that bills have to be drawn in francs, 
As a matter of fact, the bank rediscounted, until recently, bills 
drawn in foreign currencies and payable abroad.1_ Thus there 
does not seem to be any technical obstacle to a quick relief from 
the present unsatisfactory situation. 

Such relief is more than warranted. Whether the French 
gold import is due to need for cash or whether it is due to the 
repatriation of French funds, it is urgently desirable that this need 
should be satisfied without gold imports, the foreign balances 
being taken over against organised lending by a central bank (or 
the B.I.S.). If the former assumption is borne out, which seems 
to be the case, the solution can only lie—since a speedy alteration 
of the charter of the Banque de France is out of question—in the 
adoption of the above expedient. If the latter assumption be 
proved, a temporary use of it seems to be necessary, because the 
building up of an ample credit market is not a matter of days 
and weeks but of years.? 

THomAs BaLocu 
University of Budapest. 


1 Banque de France: Les operations a Paris et dans ses succursales, Paris, 
Mars 1929, p. 8. 

2 Especially if the technical, psychological and political difficulties are borne 
in mind. The speech of M. Paul Reynaud in Epinal, while it is commendable 
because of the spirit of co-operation expressed in it, does not enhance the hopes 
for a speedy beginning of a French capital export, even if one disregards or 
minimises the other very grave problems. 
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FINE GOLD v. STANDARD GOLD 


THE process of evolution of the post-war system of gold 
standard is still far from concluded. New situations continue 
to arise from time to time, and experience often compels us to 
modify our theories, or at least to complete them with essential 
additions. One of the most interesting and most complicated 
situations ever faced by currency experts has been brought 
about by the decision of the Bank of England on June 6 to pay 
out only bars of standard fineness (-916%), and the decision of 
the Bank of France not to accept bars of a fineness inferior to 
995. As a result, gold withdrawn from the Bank of England 
has to be refined first before it can be delivered in Paris. This 
means additional expense and delay, in consequence of which 
the gold export point of the sterling-franc rate declined from 
about 123-89 to a figure that depends upon the refining charge. 
As the refining charge is subject to frequent alteration the gold 
point changes accordingly. 

In addition, even this variable gold point (which may be 
named “ relative gold point ”’) holds good only for an amount of 
about £250,000 per day, which is about the limit of the total 
capacity of refiners in London and Paris. Thus, if on any given 
day the demand for francs exceeds that amount it may bring 
about the depreciation of the exchange considerably below the 
rate which is the gold point for £250,000 on that particular day. 
This seems to give the impression that, for amounts exceeding 
that figure, there is no gold point at all, and that, in case of 
particularly heavy demand for francs, sterling may depreciate 
to an unlimited extent. This is a mistake, however, which is 
rather dangerous, as it tends to undermine confidence towards 
sterling. The fact is that the sterling-franc rate continues to 
have an absolute gold point for the transfer of unlimited amounts 
of gold, which is determined by the cost of triangular arbitrage 
operations. As the Reichsbank, for instance, is prepared to 
accept bars of standard fineness and is also prepared to pay out 
fine gold bars, the lowest rate to which the sterling-frane rate 
can decline is determined by the expenses of the shipment of gold 
from London to Paris via Berlin. This rate is calculated at about 
123-45. In practice, of course, if such operations were to be 
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carried out on a large scale, the depletion of the Reichsbank’s 
fine gold bar stock would compel it either to stop accepting bars 
of standard fineness or to stop paying out bars of -995 fineness. 
Two of the central banks, the Swiss National Bank and the 
National Bank of Belgium, have, in fact, already resorted to the 
former alternative in anticipation of a drain of their fine gold 
stock. There would always remain, however, the theoretical 
possibility of shipping standard gold to New York, and then 
shipping fine gold from New York to Paris. Such operations 
would be, of course, too absurd to be considered seriously ; it is 
nevertheless important to lay down the fact that they are possible 
to a practically unlimited extent, and that the expense of such 
operations determines the lowest point—the absolute gold point— 
beyond which sterling cannot possibly decline. This fact is held 
to dispose of the belief that the anomalous situation created since 
June 6 has removed every limit to a possible depreciation of 
sterling. 

One of the consequences of this unusual situation was that 
the South African refined bar gold dealt with in the London 
market rose to a substantial premium, the extent of which has 
been determined by the fluctuations of the French exchange. 
The French exchange, in turn, was largely influenced by the 
refining charge, which was first lowered from 13d. to 3d. per oz., 
and was then gradually raised to 1?d., only to be reduced again 
subsequently. So long as there was a strong demand for francs 
the Paris rate always tended to be in the close vicinity of its 
relative gold export point, which again depended upon the refining 
charge. As there is only one firm of refiners which is ip a position 
to refine gold on a large scale, it was thus placed for a while in 
a position of determining the sterling-franc exchange rate and 
the market price of fine gold. As soon as the insistent demand 
for francs relaxed, however, it was the refining charge which 
had to be adjusted to the exchange rate so as to make it worth 
while for arbitrageurs to ship gold in spite of the rise in the 
sterling-franc rate. 

The exchanges of the two countries—Belgium and Switzer- 
land—which followed the French example in refusing to accept 
bars of standard fineness moved in sympathy with the franc, 
bringing about some moderate shipments of gold from London 
to those countries. On the other hand, the exchanges of countries 
which continued to accept bars of a standard fineness—such as 
the United States, Germany and Holland—remained compara- 
tively stable in relation to sterling. Considering that the 
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abnormal appreciation of the franc in relation to sterling resulted 
in the transfer of funds from London to Paris via other centres, 
and brought about, therefore, a demand for reichsmark, dollar, 
and guilder, it is rather puzzling why these exchanges did not 
move against sterling. Failing to find a better explanation, 
this phenomenon ought to be attributed to the work of the psycho- 
logical factor, 7.e. the existence of links of solidarity between the 
currencies which are on a standard gold basis as against the 
currencies which are on a fine gold basis. 

It is very unfortunate that the highly delicate and difficult 
international gold situation should further be complicated by the 
Bank of France’s attitude to insist upon a minimum fineness of 
‘995. The Bank of England’s decision to deliver bars of standard 
fineness only was dictated by necessity, as a result of the depletion 
of its stock of fine gold bars. During the twelve months ended 
May 31, 1930, the Bank sold fine gold amounting to £63,615,000, 
while the amount of fine gold it bought was_only £18,334,000 ; 
the bulk of its influx consisted of sovereigns. Its stock of 
bars of standard fineness has increased during and after the war 
through the melting down of sovereigns withdrawn from circula- 
tion, while at the same time it exported to the United States the 
greater part of its stock of fine gold. According to the Gold 
Standard Act of 1925, the Bank of England is only obliged to 
pay out “gold of the standard of fineness prescribed for gold 
coin by the Coinage Act, 1870,” so that there is no reason why 
that institution should incur expenses by refining its stock of 
standard bars in order to be able to deliver fine gold. It is for the 
arbigrageurs to stand the cost of refining if there is a sufficient 
margin of profits in the shipment to make it worth their while. 
If the present situation remains in force for a prolonged period it 
will result in the gradual refining of all the existing stock of gold 
of a fineness inferior to -995, which includes not merely bars of 
standard fineness but also bars of -900 fineness originating from 
the melting down of gold francs, eagles, etc. The process is likely 
to be a lengthy one, however, and it involves a considerable 
superfluous expense. At the time when efforts are being made 
to reduce uneconomic expenses caused by international gold 
movements by means of earmarking operations between central 
banks and by means of the projected gold clearing system of the 
Bank for International Settlements, it would be anything but 
logical to incur additional expenses merely in order to raise the 
fineness of the world’s gold stock to the arbitrarily fixed figure of 


‘995. The process is certainly a retrograde step, calculated to 
No. 159.—VvoL. XL. HH 








464 THE ECONOMIC JOURNAL [SEPT. 


increase the number of those condemning the fetish worshipping 
of gold. 

So long as the present state of affairs exists it causes a feeling 
of uncertainty in the foreign exchange markets as to the figure 
of the gold points, which is highly detrimental from the point 
of view of the stability of the exchanges. As the bars of fineness 
inferior to -995 are “ demonetised”’ in several countries they 
will be taken with reluctance also by other countries, for, in cases 
of emergency, they may not be able to sell to countries on a fine 
gold basis. It is thus obvious that the discrimination against bars 
of inferior fineness is causing considerable inconvenience to most 
central banks, as they possess a fairly large amount of such bars. 
It is causing inconvenience to the international money market 
and to the business world in general, as they cannot reckon any 
longer with the figures hitherto known as representing approxi- 
mately the limits of possible exchange movements. It is causing 
inconvenience, not in the last place, to French holders of sterling 
balances, as they may have to withdraw their funds at a time 
when sterling is temporarily at an abnormal discount in con- 
sequence of the refusal of bars of standard fineness by the Bank of 
France. 

Nobody could attempt to put forward any arguments in favour 
of the general adoption of the use of gold bars of -995 fineness for 
securing the note circulation on the ground that they would 
serve that purpose better than bars of -916% or -900 fineness. As 
the fineness of the French coinage has been fixed at -900 there is 
no advantage even from a minting point of view in insisting upon 
a minimum fineness of -995. It is true that fine gold bars occupy 
less space than bars of standard fineness. Considering, however, 
that the capacity of the new vaults of the Bank of France is 
about £1,000,000,000 of fine gold, even if its whole stock were 
to consist of standard bars there would still be space for 
£916,666,666, so that, even if France were to continue to buy gold 
at the present pace, this figure would not be reached for many 
years; it is thus premature to worry about considerations of 
space. 

The obvious common-sense solution of the anomalous situation 
lies with the French authorities. There is no reason why the 
unjustified restriction which does not benefit either the Bank of 
France or France in general should be upheld. It would show 
a deplorable lack of co-operation if no understanding could be 
reached on a purely technical point of this kind. 

Pau E1nzie 
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Note on the above-—The action of the Bank of France in 
deciding to accept only fine gold can, I would suggest, be looked 
at from another point of view than the above, namely, as a 
friendly act on the Bank’s part, in order to prevent France’s 
large requirements for gold from proving too embarrassing to 
the Bank of England and to spread these requirements over 
several countries. It is not correct, in my opinion, to suppose 
that every step which tends, in effect, to widen the gold points 
is a misfortune and a source of waste—but quite the contrary. 
It might be better, perhaps, to widen the gold points in a more 
formal and regular fashion. But opinion is conservative on these 
matters. Failing such a change, nothing could have been more 
sensible—so it seems to me—than for the Bank of England and 
the Bank of France to join together to take advantage of the letter 
of the existing law. As to this see Mr. Balogh’s article above. 

J. M. Keynes 
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A NOTE ON AUSTRALIAN EXCHANGE 


THE most obvious of Australia’s economic difficulties at the 
moment is the exchange deadlock. The purpose of this note is 
to explain how this arose and to suggest measures by which it 
could be avoided in the future. 

Some important facts must be made clear at the outset. The 
first is that Australia, besides being normally a free gold market 
(since 1925), has the same currency standard as this country, so 
that exchange is consequently quoted in terms of a small premium 
or discount per hundred Australian pounds or per hundred 
English pounds. The unfortunate result of this has been that 
business men, and even the banks themselves, regard the two 
currencies as fundamentally the same, find exchange movements 
incomprehensible, and think of exchange problems as problems 
of ‘‘ bringing money home to London ” or “ getting money out 
to Australia.” The practice of the banks in collecting and 
negotiating bills is to insert a separate ‘‘ charge for exchange ”’ in 
accounts, the amount being added to or subtracted from the face 
value of the bill (whether it is in Australian or English money), 
and this only serves to heighten the impression current in business 
circles, that Australian exchange, unlike French or American 
exchange, involves a small payment for the service rendered of 
“‘ transferring the money.” Of course there is no such difference, 
but the wrong impression persists, and has diverted attention 
from the really fundamental causes of Australian exchange 
fluctuations. 

A further important fact is that all operations in Australian 
exchange are in the hands of a “ ring ” of Australian and Anglo- 
Australian banks. This ring fixes rates and makes changes in 
them (without any previous notice) at infrequent and irregular 
intervals. Rates may be stable for months at a time or may 
alter overnight. There are no forward sales or purchases, and 
consequently the market is very much at the mercy of the banks 
for its day-to-day requirements. It is obvious that ordinarily 
the rates charged by the banks must not in the long run be too 
much above the “ true” rate (which would emerge under con- 
ditions of perfect competition), or private owners of Australian 
or English bank balances would begin to undercut the banks, or 
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ultimately the “ artificial”? rates would stimulate large-scale 
movements of goods in one direction, with consequent dislocation 
of the trade balance. The comprehensiveness of the ring, how- 
ever, means that the banks in fact can go a long way in the wrong 
direction before their errors in rate-fixing are corrected by natural 
forces. The oft-quoted determinant of rate policy is the “ size of 
London and Australian balances,’ which means that if the banks 
find their free balances (balances in excess of their normal local 
business needs) in London or Australia are “ piling up,” they 
manipulate rates so as to discourage the flow of funds to the over- 
burdened centre. The underlying assumption is that the artificial 
rate in these circumstances does not coincide with the true rate, 
and must be moved until it does. It is clear, for example, that 
London balances will pile up when the wool and wheat bills drawn 
in Australia to finance the movement of these products at the 
end of the year are duly collected by the banks from importers 
in London. The expected seasonal movement of exchange 
against sterling generally occurs about this time, and generally 
has the effect of ultimately relieving the banks of their excess 
London balances. The whole arrangement, granted that the 
banks do monopolise the market and can consequently use their 
balances at each end as a reliable index, works fairly well in 
practice, in normal times. Complaints are certainly heard some- 
times of the wide margins between the banks’ buying and selling 
rates, and of the lack of forward exchange facilities, which might 
relieve seasonal congestion and reduce the losses resulting from 
sudden alterations in rates; moreover, the quoted rates do not 
hold good for large amounts, and it is a further disadvantage that 
there is no “‘ anonymity ” in exchange transactions, as with other 
currencies. This tends to make the banks a trifle arbitrary and 
discriminatory in their business. Nevertheless, the system has 
lasted for many years and normally works easily enough. 

Since the War, however, the Australian exchange system, in 
common with all others, has suffered severe strains, and in 1920, 
1921 and 1924 there appeared the very curious and almost unique 
phenomenon of “‘ rationing ” merchants for their exchange require- 
ments. In 1921 the exchange absolutely broke down, that is to 
say, remittances one way (to Australia, in this instance) were for 
a time not to be had at all. At the present time, London remit- 
tances are very difficult to obtain in Australia, and the system 
has been perilously near another breakdown. 

The most important reason for the present position is 
Australia’s heavy adverse visible trade balance (Table 1), which is 
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TasLE I, 
Imports. Exports. 
Merchandise. Bullion. Merchandise. Bullion. 
1929. 
Ist Quarter £35,412,932 £95,646 £45,218,392 £1,489,834 
2nd a 35,086,806 72,890 28,734,583 549,717 
3rd a 37,747,339 83,571 20,027,149 2,878,619 
4th me 36,924,841 62,465 28,986,963 6,803,992 
1930. 
Ist a 32,273,628 55,634 24,203,419 13,852,826 




















(From the Quarterly Summary of Australian Statistics.) 


the more serious because it has been accompanied by decreased 
overseas borrowing. Normally, an adverse trade balance produces 
its own corrective, that is, the exchange rate is adjusted against 
the importer. That this did not happen early enough and strongly 
enough in the case of Australia is all the more unfortunate, because, 
with the distinct and growing divergence between Australian and 
British price levels in 1929, there consequently emerged a powerful 
stimulus to Australian importers. Into the causes of the rising 
price level in Australia it is not proposed to enter here. What 
is important from the point of view of this note is the way in 
which this rise reacted upon the exchange, so as to produce (what 
is almost unknown in ordinary competitive exchange markets) 
“ rationing ’’ of exchange, and the possibility of a complete break- 
down. If the foreign currency concerned were, say, the dollar, 
disharmony in price levels would quickly produce exchange 
movements against the country with a higher price level, followed 
ultimately by an outflow of gold and credit restriction. In this 
way the exchanges would ‘take care of themselves.” But in 
the case of Australia, there seems reason to believe that the 
present artificial exchange system has retarded this beneficial 
chain of causation to a considerable extent and produced conse- 
quential evils of its own. Australian prices in 1929, so far from 
keeping pace with the falling British price level, started to rise 
in the beginning of the year, and the exchange rate did not register 
the growing discrepancy until July 1929. Moreover, the move- 
ments in this rate were not only slow in responding to price 
changes, but insufficient to take full account of them. By 
October 1929 the ratio between Australian and British prices had 
risen nearly 8 per cent. from the January level (Table II); the 
exchange rate had moved only ? per cent. against Australia. It 
might have been expected, further, that the movements of gold 





es 


oo 


ed 
2e8 


sly 
se, 


ial 


m 
ise 
er 


ce 
by 
vd 
he 
It 


1930] A NOTE ON AUSTRALIAN EXCHANGE 469 


TaBieE II. 





April | Jan. April July Oct. Dec. Jan. | March 
1925. | 1929. | 1929. 1929. | 1929. | 1929. | 1930. | 1930. 





A. Melbourne Wholesale 
Price Index No. - | 1661 | 164-2 | 165-3 166-6 | 168-4 | 161-8 | 158-0 | 151-5 
(To Base 1913 = 100) 

B. Economist Wholesale 


Price Index No. 169-0 | 136-1 | 135-0 134-6 | 129-6 | 126-9 | 123-7 | 119-4 
(1918 = 100) * 
* x 100 e ° -| 983 | 120-6 | 122-4 123-8 | 129-9 | 127-5 | 127-7 | 126-9 
Banks’ Sell- 
ing Cable 


Rate (Aus. | 7.5.25 | 4.10.28 | 22.7.29| 3.9.29 | 10.10.29 | 18.12.29 | 28.1.30| 17.2.30| 10.3.30| 24.3.30 
on London)} 994 101 1013 | 101} 101? 102} 102 | 103} | 1043 | 1064 
































to which even these slight fluctuations led would have had the 
normal effect of curtailing credit. In fact, bank advances rose 
considerably all through the period, although deposits fell and 
the amount of Federal Notes issued did not change ‘abnormally 
(Table III). It may now be worth while re-examining the present 
position of the exchange in the light of the above facts. 


Tas.eE III. 





1929. 


Ist Quarter 


Advances. 


Federal Note Issue. 


Deposits. 





£260,738,586 ° 


£44,408,226 (25.3.29) 


£316,195,101 


2nd_sé,, 263,891,240 42,258,226 (24.6.29) 314,073,121 

ara. sy; 277,828,712 41,858,226 (30.9.29) 306,831,291 

an 4, 292,252,675 45,261,226 (30.12.29) 306,591,986 
1930. 

Ist ze 289,418,012 43,999,326 (31.3.30) 301,485,381 

















(From the Quarterly Average Returns of the cheque-paying banks of the 
Commonwealth.) 


Australian importers are finding it very difficult, if not impossi- 
ble, to get even a small quota of London funds with Australian 
pounds, at the present rate. The banks have even arranged to pool 
their remaining London balances for Government purposes, so 
much does this erroneous idea of a fixed supply of London money 
persist. But there is not and never has been any reason why 
foreign exchange should not be sold in any quantity on any free 
exchange market, ata price. The first fault of the present system 
is that it has been, and apparently still is, selling London funds 
at a price which undervalues them. Thatis why London balances 
are disappearing, and that is one important reason why the very 
drastic Australian tariff has been introduced by Mr. Scullin. The 
tariff has to try to stop excessive imports being attracted into 
Australia because of the over-valuation of her currency on the 
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world’s market. It is seriously suggested that much of Australia’s 
present trouble would have been avoided if the adverse trade 
balance had been corrected, and the warning gold outflow started, 
by strong and rapid movements of exchange in favour of sterling 
early last year, if not before then. 

The inference from all this is, that in abnormal times like the 
present, the fixing of exchange rates by an exclusive banking ring 
is not the best arrangement from the Australian point of view. 
A certain way to displace it would be to allow perfect freedom for 
foreign banks to open branches and deal in exchange in Australia 
whenever they wanted to. There is the possibility, of course, 
that Australia is ‘“‘ over-banked,” and the Associated Banks 
preserve the ring for fear that competition in exchange and other 
business might weaken some of their less fortunate members and 
bring trouble on the rest. That question, although outside the 
scope of this note, is important in deciding the future of the 
Association. But it still remains clear that Australia may expect 
considerable benefit from a free exchange market, whatever 
troubles may come from unrestricted banking competition in 
other directions. Much was hoped from the new arrangement of 
September 1928, when the banks announced that they would 
open current accounts in Australia for other banks for exchange 
and other purposes, but these hopes have been disappointed. 
English banks wishing to open accounts in Sydney, for instance, 
are entirely in the hands of the Australian banks as to terms for 
overdrafts and credit balances. Cable transfers on Sydney cannot 
be sold in London against Australian bills bought here and in 
process of collection, without overdraft facilities in Sydney; and 
balances will not be kept in Sydney unless the terms are attractive 
enough to enable the English bank to use them profitably in 
exchange business. But since profitable exchange business for 
outsiders means less of such business for the Australian banks, the 
latter take care, in fact, to offer such terms for the opening of 
Australian accounts as will drive the outsiders to satisfy their 
exchange requirements through the ordinary channels. 

A steady reduction of bank advances, which might have 
reduced the price level considerably and removed the necessity 
for movements in exchange, has not occurred, largely because 
overdraft rates have remained at much the same level (63-8 per 
cent.) since the beginning of 1929. As part of the Australian 
exchange system there ought, therefore, to be some central 
authority in control of monetary policy ready and able to use a 
weapon like interest or discount rate manipulation (or some 
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special device particularly suitable to Australian conditions) in 
order to stabilise Australian prices at world levels. The pro- 
posed Central Reserve Bank will perhaps do this. It is to be 
hoped, at any rate, that the discussions about the creation of the 
new bank may set a parallel inquiry on foot as to the advisability 
of retaining an artificial monopolistic exchange system, which 
seems to have outlived its usefulness. 
Apert 8. J. BasTER 
University College, 
Exeter. 








REVIEWS 


The Economic Aspects of Sovereignty. By R. G. Hawrrey. 
(Longmans. Pp. 192. 9s.) 


Tuts book is one more evidence, if evidence is needed, of the 
strong trend in contemporary thought towards the investigation 
of the borderland between well-defined, perhaps too well-defined, 
subjects. It may be that specialisation in many respects has 
over-reached itself and inbreeding set in; or, again, that the 
phenomena in one case and the other are not so distinct and 
independent as had been supposed. But certainly the exploration 
of these lateral frontiers of study is now yielding results as valuable 
as those of the forward extension of the subject; and it may be 
that we should look to the former as the more fruitful field of 
investigation. No borderland is more important than that 
between politics and economics; yet it has been little enough 
worked. Impossible as it is to say which would gain more from 
being penetrated by the matter and methods of the other, it is 
clear that political science has suffered more in the past from its 
divorce from economic considerations. In linking itself up with 
them it would gain reality and renew its vitality. Mr. Hawtrey’s 
book, valuable in itself for its reflections in both spheres, is to 
this end more important as a contribution from an economist to 
political science. 

He is concerned primarily with the economic problems raised 
by the absolute sovereignty of the modern State. There is, for 
example, the relation of the State to the activities of its subjects 
in undeveloped territories abroad; the problem arises whether 
the State gains or loses by identifying its interest with theirs. 
Clearly it may lose over a war in their defence more than it is 
ever likely to gain from them; or the profit, if there is one, may 
not go to the State, but to certain individuals or classes in it. 
So far he agrees with Norman Angell’s thesis in T’he Great Illusion. 
But not entirely, for even so there may remain over a sufficient 
advantage which the State may not forgo. “Sovereignty is 
not property, but it carries with it important economic rights 
which are closely related to the rights of property.” 

The problems of economic imperialism are touched on, and 
there is a short survey of the period of rivalry for colonial expan- 
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sion among the Powers from 1871 to 1914. There are the ques- 
tions of the shifting distribution of population; of protective 
tariffs and emigration policy, two of “the most conspicuous 
intrusions of the sovereign State into the realm of economics ”’; 
of the economic causes and conditions of war, and how to regulate 
conflicts which arise from the increasing power of one State as 
against the decline of another; or, as more often happens, between 
two strong Powers over a third which is declining. In a con- 
cluding chapter on ‘‘ The Future,” he discusses various ways of 
avoiding open conflict on such issues, but without confidence in 
any specific remedy for the ills of ‘‘ the international anarchy,” 
the diagnosis of which he accepts from Mr. Lowes Dickinson. 
“The settlement of disputes on purely legalistic lines allows no 
possibility of growth. . . . Infact, under the international anarchy 
there is no provision for growth or adaptation except through 
the use or threat of force.” 

Naturally, therefore, he arrives at an interpretation of the 
external relations of the State based on conflicts of power; 
power in turn being defined as mainly economic. Even conflicts 
of prestige, of which diplomacy largely consists, are the reflection 
of conflicts of power, since it is men’s estimation of a country’s 
strength which is appealed to in the game, and the effect on it of 
diplomatic victory or defeat which counts. He observes, how- 
ever, that “‘ these are matters partly of fact and partly of opinion. 
Were they exactly ascertainable and measurable, conflicts of 
prestige could always take the place of conflicts of force.”’ 

It is not that he would neglect the imponderable factors ; 
they have their place, though nothing like that generally supposed 
by the men engaged in the particular process. The obtuseness 
of individuals in thinking of them as decisive is like that of the 
prosperous nations of the world in contemplating the causes of 
their own success. “ Their self-satisfaction is all the greater 
when their prosperity is attributable to military success, which 
they like to think of as the fruit of their own military virtues, 
and not, as it has so often been, as the result of economic power 
from time to time lavishly applied to restore situations endangered 
by military incompetence.” Notso Mr. Hawtrey; but one wishes 
all the more that he had gone on to investigate how far these 
imponderables are capable of further analysis, whether they have 
not a considerable economic element in them, and are not at 
another remove determined by the social system. 

Similarly in his discussion of the causes of war, Mr. Hawtrey 
declares unmistakably that the distinction between political and 
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economic causes is an unreal one. ‘The political motives at 
work can only be expressed in terms of the economic.’ (Surely 
the order here should be transposed; does he not mean rather 
that the economic motives tend to be expressed in terms of the 
political?) For, he goes on, ‘“‘ Every conflict is one of power, 
and power depends upon resources.” So also is the distinction 
between wars of ideas and wars of the balance of power a false 
one. ‘Ideas, whether religious, political or racial, only so far 
modify the position in that they supply a different principle for 
sifting out the adherents of a contending power”: a polite way 
of saying that they matter very little. 

Indeed, Mr. Hawtrey goes so far in the direction of reducing 
the external relations of the State to terms of power alone, that 
one cannot but think he would have made his account more 
complete if he had developed his view of the connection between 
“economic,” “ political ’’ and ‘ideal’ factors. He implies a 
general interpretation based on the primacy of the first, a view 
which is perhaps inescapable; but it would have been better to 
make it explicit. In fact his reliance upon the spread of rational- 
ism amongst States in these matters would seem to be ineffective 
unless it rests upon an understanding of the causes of conflict in 
these terms. 

Such a thoroughgoing interpretation must involve consequences 
which appear in this book not to be anticipated. It is strange 
that a diagnosis which goes so deep should produce remedies so 
inadequate to the disease. ‘‘ Good Europeanism ” is not enough ; 
nor cosmopolitan liberalism, nor “a little political chemistry to 
separate the elements which compose the mixture.” It is only 
just, however, to point out that what Mr. Hawtrey sets out to 
do is to investigate the conditions of power on the present assump- 
tions of the State as to sovereignty. From this aspect his assump- 
tions are actual enough; but it is by no means equally true to 
say that they concur with the assumptions as to sovereignty 
predominant now in political science. This discrepancy may be 
in part due to his conception of the method of political science as 
that of “‘ a process of logical abstraction ’’; whereas contemporary 
political theory depends much more on the historical method, 
which would give him the “ true picture of the historical evolution 
of sovereignty ” which is wanted. And this method, if followed, 
would have very important consequences on his treatment of 
the State in relation to class (pp. 96-98), and of representative 
government in relation to those who are represented (p. 53), 
where the State and representative government are regarded 
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as final ends—though surely that is to take too much for 
granted. 

Very minor points to note are that on p. 39 and p. 57 are 
slightly contradictory remarks on Bismarck’s attitude towards 
colonies, where the latter statement is the more correct; and 
p. 58 seems to under-estimate Russian colonial expansion com- 
pared with Austria-Hungary. If, on the one hand, there was the 
advance on the Balkans, on the other there was the remarkable 
achievement of nineteenth-century Russia in colonising Siberia 
and the trans-Caspian. 

It only remains to signalise the appearance of a book at once 
brilliant in analysis and symptomatic of much that is best in 


contemporary thought. 
A. L. RowsE 


All Souls College, 
Oxford. 


Economic Development of the Overseas Empire: Vol~2. By the 
late L. C. A. KNowues and C. M. Know.es. (Routledge. 
1930. Pp. xxii + 616. 12s. 6d.) 


Ir is lamentable that so much of what is best in the work of 
English economic historians should be published posthumously. 
Lilian Knowles, like Toynbee and Unwin, left her chief task 
unfinished. But in her case there was a plan and a first storey in 
being, and the labour of those who have undertaken to complete 
the structure has been correspondingly lightened. In design this 
volume follows closely its predecessor. A succinct comparison of 
the problems of the separate Dominions (written, all but one 
chapter, by Professor Knowles herself) is followed by a detailed 
study of the economic development of the Dominion of Canada, 
about two-thirds of which is from the pen of her husband, Mr. 
C. M. Knowles. — 

The ideal history of a vast territory still in process of settle- 
ment must be cast in a mould quite different from the roughly 
chronological form appropriate to that of Britain. Accordingly 
the authors present Canada as springing from six points of 
penetration, the story of each of which is related separately. Nor 
is the approach to the subject that of the historian of an old 
country who is largely concerned with the features of industrial 
organisation. For though Canada presents many diverse types— 
ranging from the feudal seigniories of Quebec to the joint-stock 
C.P.R.; from individual holdings associated with barter and 
truck to the co-operative elevator societies; from the co-partner- 
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ship of the Hudson Bay Co., and the communism of the Douk- 
hobors, to the sub-contracting for Chinese labour in the canneries 
of British Columbia—no attempt is made to classify economic 
institutions or lay down “ stages of development ”’ in sequence, 
Organisation, indeed, plays but a subordinate part to the central 
themes of immigration, settlement and transport. 

The life of the pioneers is portrayed in terms that will shatter 
more than one illusion. The fusion of scattered groups into a 
nation is shown as the result of the extension of the railways. 
The Dominion of to-day is described by Mrs. Knowles as “a 
triumph of art over nature’; and “‘ art” is shown to imply the 
use of customs duties, subsidies, prohibitions, and differential 
transport rates, the principal object of which has been to deflect 
the flow of people and commodities from the routes—north and 
south—which geography would dictate, to those—east and west— 
in harmony with political ends. Canadian economic history, says 
Mrs. Knowles, is ‘‘ the history of small men in close contact with 
the soil, and it is history from below.” But the book is, perhaps, 
occupied less with the silent forces of evolution than with the 
purposive acts of politically conscious men, eager to further 
economic progress, and engaged in what they regard as an 
economic war with a powerful neighbour. 

The final chapter, headed “ Industrial Organisation,” is, in 
fact, largely concerned with the development of a national policy. 
Is it desired to secure a pulpwood industry of the forest Provinces ? 
Then Acts are passed prohibiting the export of soft wood cut on 
Crown lands. Is it desired to encourage the industry of dairy 
farming? Then it is made a criminal offence to manufacture, 
import or sell margarine anywhere in Canada. 

In two chapters contributed by Dr. Allan McPhee the history 
of commercial relations between the Mother Country and the 
Dominions is admirably summarised. In the early days, lack of 
communications with the United States, no less than the 
existence of preferential tariffs here, tended to focus Canadian 
trade in British markets. The repeal of the preferences in 1846 
and the settlement of the area about the Great Lakes caused 
Canada for a time to look south to her great neighbour; but 
since 1878, and especially since the ‘nineties, the development of 
ocean shipping and the increasing American tariffs combined to 
deflect Canadian products once more to England. Incidentally, 
to the charge that Britain has made small response to the 
preferences given her by the Dominions, Dr. McPhee replies by 
drawing attention to the “ invisible’ preferences rendered in the 
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form of cheap capital, imperial defence and relief against double 
taxation. 

The high qualities of the researches of Mrs. Knowles in 
imperial history were acknowledged in this JouRNAL when her 
first volume was reviewed. An appraisal of the work as a whole 
must await the publication of the final volume, which is to deal 
with Australasia and South Africa. For the present it suffices to 
record our fortune that the task of completing the work should 
have been taken up by the one who is best fitted to know what 
was in her mind, and who, as the later chapters show, is possessed 
of patience and insight. The memoir of his wife with which Mr. 
Knowles prefaces this volume has both depth and colour: it 
depicts a woman of spirit in whom learning and good sense were 


uncommonly well compounded. 
T. 8. Aston 


The University, 
Manchester. 


~ 


British Budgets, Second Series, 1913-14 to 1920-21. By Sir 
BernaRp Maier and C. Oswatp Grorce. (Macmillan. 
Pp. 407. 20s.) 


THE appearance of this book (and likewise the promise of a 
third series of British Budgets) will be a source of satisfaction to 
many. To those who are acquainted with Sir Bernard Mallet’s 
earlier work, British Budgets, 1887-8 to 1912-13, it will be sufficient 
praise to say that the new book maintains the high standard set 
by its predecessor. 

The book is primarily a work of reference, giving for each 
budget a concise summary of the budget speech and of the subse- 
quent debates upon it. There is a well-selected and well-arranged 
series of tables, giving budget estimates of revenue and expendi- 
ture under the usual heads compared with actual out-turn, and 
summarising the changes of taxation, together with comparative 
statements of rates and yields of particular taxes. The rates of 
income tax with all the successive systems of graduation, and the 
abatements as modified from time to time, are exhibited in some 
very compact tables. There are statistics year by year of incomes 
taxed both for income tax and for super-tax, and of estates liable 
to estate duty, and there are tables of the rates of super-tax and 
of estate duties as varied in successive budgets. 

Other statistics are given, and one table in particular deserves 
special mention. It gives the tax revenue of each year reduced 
to pre-war values on the basis of the cost-of-living index figure. 
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It is carried down to 1928-9 (whereas the other tables stop at 
1920-1), and shows that the tax revenue in 1927-8 or 1928-9 in 
pre-war values was actually greater than in 1920-1, and not very 
much less than in 1919-20. 

The book goes beyond the confines of narrative and state- 
ments of fact in four chapters of Notes and Comments. These 
chapters deal with some of the broad questions of taxation policy, 
and also with some of the technical questions raised by war 
taxation. Brief particulars of war borrowing (a matter not 
adequately dealt with in budget speeches and budget debates) 
are also given. 

There is also a discussion of inflation during the war. Inflation 
“‘ was the only way of making ends meet, so long as the Govern- 
ment income (including loans obtained from the actual savings 
of the people) was insufficient to cover expenditure.” It could 
have been restricted within narrower limits by “ increased taxa- 
tion, compulsory loans or Government control of all forms and 
grades of labour at an early stage of the war ”’ (p. 380). 

Heroic remedies would indeed have been in point had it been 
true that inflation was otherwise “ the only way of making ends 
meet.” But this does not give a true account of the origin of 
inflation. The brief reference (p. 373) to “‘ the credits created by 
the Bank of England under the various emergency schemes 
adopted by the Government at the outbreak of war” does not 
adequately exhibit the importance of this as a cause of inflation. 
The additions to the floating debt in the opening months of the 
war were quite within the absorptive capacity of the money 
market. It was the addition to the Bank of England’s securities 
of £100,000,000 of advances for the payment of pre-moratorium 
bills that flooded the market with money and made bank-rate 
ineffective. The vicious circle of inflation was thereby started 
and never afterwards broken. 

Bank credit was created when the joint-stock banks took 
Treasury bills or when they subscribed to war loans. But that 
was an addition to the superstructure of credit, and produced far 
less effect than additions to the Bank of England’s securities, 
which extend the foundation. The distinction is very generally 
recognised in the case where the Bank of England grants the 
Government Ways and Means advances, and the passage in which 
the Cunliffe Committee explained the inflationary effect of these 
advances is quoted on pp. 374-5 of the book. It is very remark- 
able that critics of war finance did not realise at the time, and have 
rarely pointed out since, that the advances for pre-moratorium 
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bills had the same inflationary effect as an equivalent amount of 
Ways and Means advances. 

It is, in fact, gravely misleading to say that inflation ‘‘ was 
the only way of making ends meet ”’ in the circumstances of 1914. 
It was not strictly necessary to employ the Bank of England as 
an intermediary at all for the pre-moratorium bills, since the 
essence of the transaction was the Government guarantee for the 
advances granted. And if on grounds of policy it was judged 
desirable that the advances should be made by the Bank of 
England, the devices resorted to in the spring of 1915 (the accumu- 
lation of very large Exchequer balances, and direct borrowing 
by the Bank of England from the money market) could have been 
used to counteract the inflationary effect. | 


‘ 


R. G. HawtTRey 


Principles of Economics. By Freperick 8S. DrIBLER. (New 
York and London: McGraw Publishing Co., Ltd. 1929. 
Pp. xvi + 552. 15s.) 

Principles of Economics. By FREDERICK B. GARVER, Ph.D., and 
Atvin Harvey Hansen, PhD. (Ginn & Co. Boston: 
1928. Pp.x +726. 13s. 6d.) 


In the United States comprehensive treatises on the Principles 
of Economics are still being written, and whatever our own 
views on their general utility, no one will quarrel with Professor 
Deibler or challenge the value of his work. It is scholarly, lucid 
in exposition and attractive in presentation. The difficulty, in a 
volume of this kind, is to know how much knowledge can be 
credited to the reader, how much may be assumed and what 
must be explained. Professor Deibler succeeds admirably in 
avoiding all pitfalls. The student is never confused by the dis- 
cussion of problems which he is not yet ready to understand; he 
is led by easy stages from a survey of the society with which he 
is superficially familiar to an explanation of facts and a compre- 
hension of underlying principles. The chapters on Risk and Pro- 
duction, on the Business Cycle, on Protection and Free Trade, on 
Wages and on Profits are particularly interesting and suggestive. 

The arguments in favour of Protection are discussed with 
judicial impartiality, and dismissed as inconclusive. A duty is 
economically sound only so far as it enables a country whose 


‘general conditions are favourable, but which is late in starting, 


‘ 


to overcome the “ artificial’ advantage of a competing country 


which happens to have made an earlier start. The difficulty of 
No. 159.—voL. XL. II 
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subsequently removing the duty and preventing the whole matter 
from degenerating into a political wrangle is, however, insuper- 
able, and the net result of the tariff is an enhanced price which 
the consumer pays. 

The discussion on wages is perhaps the least convincing por- 
tion of the book. Dismissing all questions of ‘‘ needs ”’ as part of 
the exploded “ subsistence ” theory, Professor Deibler approaches 
the question from the standpoint of a completely organised 
factory, and applies the theory of marginal productivity with 
cold-blooded detachment. The value of the contribution of the 
last man whom it is worth the employer’s while to engage, con- 
stitutes the maximum claim that any labourer can make. This 
is the “‘economic”’ wage. The “ contractual’? wage may be 
forced above this level by collective bargaining, but only at the 
expense of the normal return expected and claimed by the other 
factors of production. Organisation can therefore raise wages in 
one occupation, but never in all, unless it succeeds, which is 
unlikely, in raising the productivity of labour. 

This would seem to imply that a definite share of the proceeds 
of industry must be set apart as a return to the purveyors of 
capital and enterprise, but here the argument is not completely 
consistent. Adopting the conception of “pure profit’ as the 
surplus over and above interest on capital and earnings of manage- 
ment, Professor Deibler states that in a perfect market there 
would be no such profit. In our industrial organisation, however, 
the entrepreneur occupies a strategic position in the operation of 
the economic system. He has the acumen to perceive that the 
community needs a certain commodity, and the enterprise to 
gain control of the instruments required for its production. 
When he has paid interest on capital, the whole or a part of 
which may be his own contribution, and has paid all costs, includ- 
ing managerial salaries, of which he may himself be the recipient, 
there may or may not be a surplus for him to appropriate. On 
the conjectural nature of such a surplus Professor Deibler lays 
particular stress. In his opinion it is altogether probable, though 
not admitting of statistical verification, that over the whole 
range of industry the profits gained by some firms are about 
offset by the losses of others. 

This does not detract from the value of profits as an incentive 
(or shall we say a lure) to effort. Every business man hopes to 
make good, as every athlete hopes to win his race. We are to 
conclude that business men will accept failure in the spirit in 
which the sportsman accepts defeat. It is a good deal to expect. 
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And yet when Professor Deibler maintains that profits are essen- 
tial, and that it is difficult to see what other motive could be 
substituted that would have as constant a driving power, it 
must be “‘ pure ”’ profits that he has in mind. 

The whole argument bears out the significance which the 
author assigns to the entrepreneur. The automatic response of 
supply to demand, of goods to need, which is the main charac- 
teristic of our civilised life, can be relied on to function solely 
because, after every expedient to minimise the risk necessarily 
attendant on production has been adopted, the entrepreneur is 
willing to assume the inevitable residual uncertainty. Similarly, 
in treating of the business cycle, with its accompanying unem- 
ployment and distress, Professor Deibler can find no hope or 
remedy except through the improvement of the knowledge, skill 
and statesmanship of the business executive. Unusual profits 
are always the reward of exceptional ability, except where they 
result from monopoly. But Professor Deibler is net much dis- 
turbed by monopoly, holding that in the long run it leads to its 
own destruction. The obvious conclusion is that the entrepreneur 
runs great risks with very uncertain prospects of reward, and 
that the latter, where it exists, is amply justified. 

Professors Garver and Hansen, who set out to analyse our 
economic system in a treatise much more comprehensive than 
Professor Deibler’s, solve the difficulty of selecting their material 
by leaving out nothing. A statement of the problems confronting 
the student puts no less than thirty-seven leading questions, 
many of them composite. The reader is relieved to hear, how- 
ever, that even a careful student of economics is not expected to 
give an answer to them all, and that some of the problems are 
indeed still unsettled. 

After that the authors proceed to tackle all the problems 
with mighty good-will, and in thoroughly sound and orthodox 
fashion. It is easier to praise their matter than their manner, 
which is somewhat diffuse, or their arrangement, which is a little 
haphazard. We are told that satisfactory results have been 
obtained by the methods here employed in the Economics Course 
at the University of Minnesota, and this no doubt accounts for a 
conversational style better suited to the classroom than to volume 
form. Each chapter ends with a list of problems for discussion : 
even the Introduction, which covers only thirteen pages, sets as 
many as nine problems. 

Like Professor Deibler, the authors are not afraid of mono- 


polies, which rarely endure long enough to do much mischief. 
112 
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The business cycle they admit as an unsolved problem, and they 
quote suggested remedies, but are not prepared to agree to the 
desirability of its elimination. It is a dynamic force in the social 
order; the prosperity phase provides favourable opportunities 
for young blood and new enterprise, while the subsequent depres- 
sion squeezes out inefficient establishments and leads to the 
reduction of waste and improvement of technique. Almost as 
much might perhaps be said for war. 

Wages are explained by the marginal productivity theory, 
but individual differences in earning capacity are carefully 
inquired into. Trade Unions may help to secure to the worker 
the full value of his labour, and the constant pressure they 
exert goads the management to increased efforts and improved 
efficiency. The analysis of pure profits is more detailed than 
Professor Deibler’s, but leads to the same conclusion. They are 
the result either of exceptional ability in dealing with risks, or 
of exceptional opportunities, due to freedom from competition. 
There is an interesting chapter on the Dynamic Aspects of Dis- 
tribution, and a useful comparison of the American and British 


attitudes, past and present, towards Tariffs. 
H. REYNARD 


The Idea of Value. By Joun Latrp, M.A. (Cambridge Univer- 
sity Press. 1929. Pp. xx + 384. 18s.) 


PROFESSOR LaIrRD sets out to analyse the meaning of “ value,” 
and brings together within the limits of some four hundred very 
readable pages a description and criticism of the views on this 
topic of every philosopher of note. Following Geulincx, he 
divides the subject into : Bonum utile, what we choose as a means 
to good; Bonum jucundum, what we love with passion or any 
other sentiment; and Bonum honestum, what we love according 
to the dictates of reason. Comparing Bonum utile with the 
economist’s utility, Professor Laird holds that statements about 
utility are generally misleading, partly because they are unduly 
psychological and partly because their psychology is inadequate. 
The theory of margins receives his special condemnation. ‘‘ The 
value to mankind of the requirements of each of these sound 
needs (i.e. food, water, etc.) is infinite. The value of all of them 
taken together is this identical infinitude. What is the point 
then of computing the last unit in these instances which a man 
would strive for rather than do without?” But Professor Laird 
takes his examples from the experiences of shipwrecked mariners, 
while the economist deals with incidents in the daily life of a 
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modern community. In the discussion ef ‘‘ Means ”’ and ‘“‘ Ends ” 
which follows, Professor Laird protests against the drawing of a 
hard-and-fast line between the aims of the economists and the 
pursuit of welfare. On this point the reader would have welcomed 
further discussion, but the rest of the section is devoted to a 
philosophical analysis of the relation between means and end, 
which concludes with the view that in Economics at any rate 
the distinction between the two conceptions is a valid one, since 
material commodities and human services are definitely means 
to ends. 

The sections on Bonwm jucundum and Bonum honestum, which 
occupy about two-thirds of the book, have no special bearing on 
economic questions. Professor Laird concludes, however, that 
probably ‘‘ all values are commensurable, and that there exists, 
therefore, a single system of all values which is measurable.” 
In certain dimensions of certain values numerical comparisons 
are legitimate, in others they are not. ‘Ideals ara the poetry 
of values, but there is also a place for prose,”’ and presumably 
for Economics. On the whole, the economist is left with a 
feeling that if the field for his researches is somewhat restricted, 
and if it does not stand very high in the estimation of the philo- 
sopher, it is yet a definite field, and one where conclusions are 


not altogether unattainable. — 
H. REYNARD 


The Political Economy of Free Trade. By J. M. Ropertson. 
(P. S. King: 1928. Pp. 190. 8s. 6d.) 


Tuts defence of Free Trade policy is written in the form of a 
running commentary on the history of trade, and of the critical 
periods when trade policy was being influenced by special 
incidents of public policy or economic opinion. It is written with 
the logical force and clearness that are associated with all the work 
of its author and, especially when he is dealing with the Pro- 
tectionist proposals of the present century in England, with 
pungent strokes of wit, and impatience of what he regards as 
muddle and contradiction. There is, in his view, no New 
Economics; but a constant necessity to apply economic analysis 
which is not to be confused with political necessity or ethical 
purposes. It is not to be confused with either of these, though 
either of these may affect its application. Clear thinking on the 
nature of exchange is the contribution of the economist, a process 
which must be separated while it is being carried on from the 
prejudice of wrong phrases, limited interests, vague moralisations, 
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and the instinctive discount of secondary and less visible results, 
But this thought is continually being enriched by experience; 
hence the emphasis of this book on the historical record, as brought 
out, for instance, in the chapter on the Practical Discoveries of 
Free Trade. So confident is Mr. Robertson in the appeal to history 
that he has to regard with surprise the connection in England 
between protectionist tendency and the historical economists. 
He agrees with them that “ all we know about anything is got from 
the past,”’ and that it is absurd to imagine a clean slate for any 
recurring political problem. But the requisites of interpretation 
are “ a knowledge of economic literature, and as high an analytic 
and synthetic power as was brought to bear in his day by 
Ricardo.” 

The “ instinctive practice of Protection ’’ misled even Adam 
Smith, in the argument of the ‘“‘ two capitals’; it is still, Mr. 
Robertson holds, the spontaneous tendency of the untrained mind. 
This book was written at a time when the bankers’ manifesto of 
1926 protested against ‘‘ false ideals of national interest,” and 
“ the economic folly which treats all trading as a form of war.” 
Since then much has happened to encourage the instinctive 
tendency, as shown both by the more recent manifesto of bankers, 
and the inclination of even Liberal inquiries. Protectionism is 
perhaps the more instinctive tendency; as shown in proposals to 
give priorities of various kinds to home investment and produce. 
This instinct of Protectionism has, since this book was published, 
done much to sap the strength of the opposition to Protection, in 
the narrower sense of import duties. Mr. Robertson’s book is 
designed to help Free Traders who feel themselves slipping; 


it is the polemic of a scholar. 
D. H. MaceRrecor 


The Bread of Britain. By A. H. Hurst. (Oxford University 
Press. 1930. Pp. ix + 79. 2s 6d.) 


Tuts little book comes from the pen of one who was for many 
years actively engaged in the grain trade of the country, the 
present situation of which its author regards as alarming. His 
premises—doubtless only to a minor degree disputable—are as 
follows : “‘ Under existing conditions, the free flow of grain to the 
United Kingdom is interfered with. Many important interests of 
this country have, therefore, been placed in an unfavourable 
position. This condition of affairs has been growing for some 
time, but it is only in recent years that it has become so accentuated 
as to change completely the economics of the importation of wheat 
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into this country. There is no longer a free market.’ Remedially, 
he pleads, in effect, for the establishment of a Wheat Purchasing 
Board, concurrently with the economic restoration of the individual 
grain merchant. As an historian, when briefly tracing the evolu- 
tion of the British grain trade, Mr. Hurst is perfectly fair and 
orthodox; nor, as an economist, can he be criticised, when he 
deals firmly with the popular misunderstandings concerning the 
effects of “‘ hedging,” the so-called “‘ dumping ” of German wheat 
and the disparity between the movements in wheat and flour 
prices. Upon all these matters, and others associated with the 
physical and financial transference of cereals from the overseas 
producer to the home consumer, he proves a sound guide and 
informant. His principal fear, viz. that the reduced number of 
British merchants and of millers will prove disastrous to future 
supplies and prices, dominates his constructive proposals, in which, 
incidentally, the position of the home producer is scarcely con- 
sidered. So far as the former class is concerned, it is obvious that 
no precise figures can be adduced, but on p. 32 it is stated that 
nowadays “about 70 per cent. of the buying practically passes 
him (the grain merchant) by,” for, it is alleged, this functionary 
has been crushed by the irresistible pressure of the upper millstone 
of concentrated selling—the Canadian wheat pools—and the 
nether millstone of concentrated buying—the British milling 
combines. Three of these latter bodies are stated to be responsible 
for 62-5 per cent. of all the flour milled in this country. Whatever 
the precise extent of the danger adumbrated here, it is perhaps 
doubtful if the writer has paid sufficient attention to the present- 
day economic tendency to concentrate large and efficient mills at 
the ports of entry and thereby to hasten the elimination of the 
small inland undertaking. Incidentally, no mention is made of 
the handicap under which the large mills suffer when working, as 
they so often have done since the war, well below their full 
capacity, nor is there any comparison offered between pre-war 
and post-war wages obtained by their employees. Fluctuations 
in the price of wheat are treated of mainly in conjunction with 
hedging, which latter operation has become, it is said, “ inopera- 
tive,” since ‘“ factors other than those associated with supply and 
demand now dominate the world’s markets.”” The following two 
sentences (the first of which, unlike the bulk of Mr. Hurst’s 
writing, is not very happy in phraseology) sum up these views. 
“Tt has been a common experience of grain merchants that 
ordinary profits on the delivery of grain sold in the usual course of 
business would have shown considerable profits, were it not that 
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their losses on their hedges considerably exceeded their ordinary 
trading profits. This is the final accounting proof of the harmful- 
ness of hedges under existing conditions, and shows conclusively 
that a free market in wheat no longer exists. Hedging is the very 
badge of a free market.” 

If publication of this book had been deferred for a few months 
it is tempting to wonder what its author would have felt con- 
strained to say concerning the impotence of the United States 
Federal Farm Board in the face of steadily falling prices and when 
backed by almost unlimited financial aid, for, on p. 21, we read 
that it “has already been unusually effective,’ and again that 
“an organisation capable of controlling the price-level of the 
export of American grain does not always require to act in order 
to achieve its purposes,” for ‘‘ its mere presence and the constant 
threat of implied action are enough to cause hesitancy where 
formerly markets were free.” Admittedly, as here, the elapse of 
time is likely to modify particular aspects of the gigantic problem 
surveyed by Mr. Hurst, and, again, it is easy to pick holes in 
certain of his arguments, but the fact remains that he has put 
together an extremely fair and very interesting statement. He 
stands, too, where many other persons outside his trade stand, 
for he merely asks that a full and official inquiry should be made 
into a condition of affairs that, if transitionary, is certainly 
obscure, and the elucidation of which could not fail to have 
beneficial results. J. A. VENN 


Labour Organisation. By J. Cunntson, M.A. (Pitman & Sons, 
Ltd. 1930. Pp. 272. 7s. 6d.) 


THE theme of Mr. Cunnison’s book is the development, sig- 
nificance and purpose of trade unions in modern industry, and 
the manner of it gives rise to the pleasing reflection that trade 
unionism can now be judged fairly by its fruits, instead of being 
condemned on the arguments of its sympathisers or commended 
on the criticisms of its opponents. In other words, Mr. Cunni- 
son’s treatment is competent and cautious, and he presents a very 
fair picture of the present position and tendencies in so far as these 
can be adequately gauged under rapidly changing conditions. 
The book is also a model of clear exposition ; facts are not sub- 
ordinated to theory, but they are throughout illuminated and 
held in place by it. 

In the first chapter the nature of a trade union as an associa- 
tion for the sale of the peculiar product labour, is analysed, and 
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the duties which necessarily arise under existing conditions for 
the successful performance of this function are indicated. The 
second chapter at once raises the pertinent question of the legal 
rights of such an association, and gives an admirably clear account 
of the development of the position of trade unions before the law, 
the connection between that position and the changes in events 
and in public opinion which have contributed to it, and which 
make the oscillations in it reasonable and intelligible, being very 
well brought out. Then follow six chapters (III-VIII) dealing 
with the problems of structure, government and methods of 
policy, while the three remaining chapters (IX—XI) are concerned 
with more external aspects, political, international and social. 

In a book so well balanced and so full of matter of general 
interest it may seem invidious to pick out any one aspect for 
detailed critical comment, but the real kernel of the trade union 
problem lies in Chapters ITI-VITI, and here it is perhaps in places 
that a little less caution might have removed some cobwebs and 
left a clearer impression of the existing position as a whole. 

In discussing the basis of organisation, craft or industry, 
Mr. Cunnison truly says we are thrown back here to the purpose 
of association, and to the question whether that purpose is more 
likely to be attained by union according to process, or according 
to product. He further says, ‘‘ The preference for the one or the 
other will be determined by the general industrial outlook of their 
respective advocates ”’ (p. 56). But this hardly touches the root 
of the matter. The organisation of labour must be determined 
largely by the organisation of capital, and capital in industry is 
undoubtedly reorganising so as to increase its grip on the product. 
Labour organisation if it is to perform its economic function 
must perforce move in this direction also. Reduced to its 
elements the problem is primarily one of wage principles, and the 
shift from craft to industry reflects the shift in emphasis and in 
trade union function which is taking place therein. These 
considerations are not without their bearing on the question of 
negotiation dealt with in Chapter V. In a section on Arbitration 
it is stated, ‘‘ Nor does an arbitrator possess any secret for the 
solution of industrial conundrums. He cannot even make 
reference, as is done in civil disputes, to legal statute or to pre- 
cedent or to accepted principles—for there are none to guide 
him ” (p. 113). Surely, in view of the Trade Boards Acts, the 
Fair Wages Resolution of the House of Commons, the Agricul- 
tural Wages (Regulation) Act, and the published decisions of the 
Industrial Court, this is now too sweeping a statement. It seems 
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also a little misleading to say that the line of development “ has 
been from the appeal to the individual arbitrator, who was 
required to give a personal decision on economic grounds, to the 
appeal to the public to exercise the force of its opinion, based not 
merely on economic considerations but on the sense of justice ” 
(p. 121). The grounds of a decision cannot arise out of the nature 
of the arbitrator in this way. They must arise out of the nature 
of the dispute itself. If equal competence be assumed, the 
difference between the private arbitrator and the general public 
lies only in the latter’s greater power to compel enforcement, and 
certainly not in the degree in which justice is or is not conceived 
to be involved. 

Of the many other aspects of trade union policy with which 
Mr. Cunnison deals, special attention may be directed to his sane 
handling of the question of political action. 

Mary T. RANKIN 
University of Edinburgh. 


The Public Control of Business. By D. M. Kenzer and S. May 
(Harper and Bros. 1930. Pp. xi + 267. 12s. 6d.) 

Electrical Utilities: The Crisis in Public Control. By W. E. 
MosHeER and Others. (Harper and Bros. 1929. Pp. xx + 
335. 16s.) 


In 1914 the problem of the relation of government to business 
in the United States was believed by many to be well on the way 
to a satisfactory solution. ‘ Through control by commission,” 
Van Hise wrote, “ we may secure freedom for fair competition, 
elimination of unfair practices, conservation of natural resources, 
and reasonable prices.” This opinion would seem to have been 
unduly sanguine. 

Mr. Keezer and Mr. May take certain central phases of the 
problems and seek to give them a unity and perspective not to 
be found in the specialised studies. They distinguish three 
methods of controlling business activity—the enforcement of the 
anti-trust laws, the regulation of industries effected with a public 
interest and the policy of government ownership and operation. 
The bulk of their work is devoted to a severe criticism of the 
existing system of public control. According to them, the out- 
standing limitation upon the success of the anti-trust laws has 
been the decision of the United States Supreme Court on the ques- 
tion of size. Its consequence has been to legalise almost any 
degree of concentration of economic power. If real competition 
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is to be ensured, this judicial decision must be abandoned. If the 
regulation of services and rates applied to enterprises affected 
with a public interest is to be effective, there are two other 
decisions of the Supreme Court which cannot be allowed to stand : 
(1) that operating expenses may be disallowed only in cases 
where ‘‘ abuse of discretion ” on the part of a company’s directors 
or management can be proved, (2) that a preponderant weight 
be given to reproduction cost in determining valuation of public 
interest properties for rate-making purposes. Our authors turn 
next to personnel questions. They advocate a considerable 
increase in salaries in order to attract and hold able men to the 
service of the Federal and State commissions. At present, salaries 
are too low to meet the competition of the public utility enter- 
prises. Proposals are also made for dealing with the lack of 
co-operation and co-ordination between the several administrative 
agencies. At present there is much duplication and conflict of 
effort. . : 

The general impression left by this book is that the attempts 
to regulate business activity through the anti-trust and the 
public interest laws have failed. Another method must be tried. 
“ The Government may enter into direct participation in business, 
not upon a monopoly basis but in direct competition with private 
enterprises.” The implications of this are not worked out. 

Though much of its criticism follows familiar lines, this book 
can be recommended as a clear, compact and readable exposition 
of the subject. The complexities of the general problem, however, 
are more involved than Mr. Keezer and Mr. May would seem to 
have realised. 

The regulation of a single public utility—the electrical industry 
—forms the subject of a special investigation conducted by Pro- 
fessor Mosher and his colleagues of Syracuse University. It 
covers much of the ground traversed by Mr. Keezer and Mr. 
May. The electrical industry, however, has peculiar problems 
of its own: notably the difficulty of grappling with the involved 
structures of the holding companies, which now dominate the 
operating companies and the whole range of inter-state activities. 
Regulation by public commissions seems definitely to have failed 
in this case. The State commissions fall far short of satisfactory 
performance of their functions. ‘‘ The only Federal agency with 
any jurisdiction over the electrical industry is so seriously handi- 
capped in both organisation and staff that it is all but impotent 
to carry out even the functions now imposed on it by law.” 
“The present policy of high rates, of resisting control at every 











490 THE ECONOMIC JOURNAL [SEPT. 


point, of secretiveness with regard to financial operations and of 
dubious manipulation of public opinion will be but the initial step 
in the direction of a public power monopoly.” Professor Mosher 
feels that a limited number of large-scale, strategically situated 
generating plants operating under governmental authority would 
provide measuring-rods. These would have a wholesome effect 
on rate structures all over the country. At present there are no 
standard rate schedules or accounting methods. There is no 
sound auditing procedure. It is thus impossible for regulating 
hodies to determine basic rates and make effective comparisons. 

Much of the information contained in Professor Mosher’s 
weighty volume can be found in a far more lively and attractive 
work, Power Control, by H. 8S. Raushenbush and H. W. Laidler 


(New Republic, Inc., New York, 1928). 
J. LEMBERGER 
University of Belfast. 


Die Konkurrenz. By Grora Hatm. (Munich and Leipzig. 
1929. Pp. 182.) 


THE object of the author of this book is not so much to praise 
competition as to bury Socialism—or rather, to bury the opinion 
“dass unsere freie, kapitalistische Konkurrenzwirtschaft mit 
innerer Notwendigkeit in eine gebundene, sozialistische Gemein- 
wirtschaft tibergehen werde.”” The seven divisions of his interest- 
ing funeral oration approach the subject from very different 
angles and form a series of essays almost any one of which may 
be read and understood without reference to the rest, so long as 
the fact is kept in mind that the issue is not so much the merits 
and demerits of competition in the abstract, as the relative 
practicability of the competitive and socialist economies. 

In the first of the seven essays the author attempts a theo- 
retical demonstration of the indispensability of competition. He 
develops some interesting views on the connection between the 
entrepreneur function and cost, but the argument would probably 
have been stronger if the hair-splitting concept of the Erwerbstreben 
had not been pressed into service. In the next two essays, 
special critical attention is devoted to two modern socialist 
systems, of which the outstanding common characteristic is an 
attempt to secure the benefits of pricing without the aid of 
competition. (Professor Halm considers that all more extreme 
forms of Socialism have already been so deeply buried by Professor 
Mises as to render any further spade-work on their behalf unneces- 
sary.) In Chapter IV the critical argument is dropped and some 
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of the usual objections to competition are met in a fairly con- 
vincing manner. 

It is Chapters V and VI, however, that contain the author’s 
main attack on the opinion that the present economic system is 
developing into Socialism. The arguments of Chapters I to IV 
having convinced him that such a transformation as this would 
be highly undesirable, an optimistic but unorthodox logic permits 
him to conclude that it is, in fact, non-existent. He is thus 
faced with the task of explaining why all the other economists of 
his acquaintance are marching out of step, a task which he fulfils 
by admitting that a change is taking place, but by denying that 
it is a change from free competition to monopoly. 

Professor Halm’s argument seems to call for one or two 
comments. In the first place, many of its steps are not very 
convincing. The view that it is not free competition but cut- 
throat competition that leads to combination fails to prove any- 
thing in the absence of a discussion of the relations between free 
and cut-throat competition. And Professor Halm’s attitude 
towards those changes in technique which lead to increases in 
the normal scale of production is distinctly reminiscent of King 
Canute. 

But even if the argument were logically irreproachable, it 
would not be very comforting. Professor Halm finds a weak 
point in the armour of some of those whom he criticises in the 
fact that they regard as a development towards monopoly what 
is, in fact, only a development towards a new form of competition. 
But he himself makes a very similar error in confusing the new 
form of competition with the ‘free’? competition spoken of by 
J. 8. Mill and others to whom he refers. Professor Halm seems 
to believe that the theory of “‘free’”’ competition may be applied 
to any state of the market short of pure monopoly; that com- 
petition, however much it may be “ modified,”’ is still competi- 
tion; that plus ga change, in fact, plus c’est la méme chose. But 
this is an assumption that will hardly command universal assent. 

Fortunately, Professor Halm’s theory appears to be not only 
inadmissible and ineffective, but also quite unnecessary. ‘The 
belief that “the majority of modern theorists ” hold the opinion 
that the tendencies to combination in the modern economy must 
be interpreted as an evolution towards Socialism appears to rest 
on a very narrow foundation. Amonn, Cassel, J. M. Keynes, 
Oppenheimer, Schumpeter, Sombart, Webb and Britain’s Indus- 
trial Future are quoted repeatedly; but there are no references 
to such names as J. M. Clark, Hawtrey, Henderson, Pigou and 
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Robertson. That monopolistic competition is nowadays a much 
commoner phenomenon than it was in 1848 may readily be 
granted; that most writers regard this state of affairs as a prelude 
to a socialist regime is a much more debatable question. Even 
in Germany there would appear to exist economists besides the 
author of the book under review whose attitude is quite different.! 
But this, of course, by no means implies that the unbelievers 
have no better reasons for their scepticism than those advanced 
by Professor Halm. 

Die Konkurrenz can, in fact, hardly be reckoned a success, 
seeing that so many of its most important conclusions are invalid- 
ated by the lack of a clear distinction between monopolistic and 
free competition. On the other hand, to call it a failure would 
be to overlook the real value of such good pieces of work as the 
criticisms of the systems of Cassel and Oppenheimer in Chapters 
II and III, the candid examination of the disadvantages of 
competition in Chapter IV, and the remarks on the functions 
and powers of trade unions and employers’ federations and the 
description of the genesis and effects of cut-throat competition in 


Chapter VI. 
Harotp E. Batson 
London School of Economics. 


Die deutschen Tribute: zwélf Reden. By Proressor Epe@ar 
Satin. (Berlin: Reimar Hobbing. 1930. Pp. 248. 5m.) 


In these addresses Dr. Salin, of Basel University, surveys the 
trying experiences through which Germany has passed since 1918, 
and discusses the ethics and legality of the revised reparation 
agreement accepted by Germany and her creditors on June 7, 
1929. It is the avowed purpose of the book to combat the idea 
that the Young “ Plan” is or can be a permanent settlement; 
but holding such strong views as he does on the questions of war 
guilt and reparation liability, it is a pity, from his standpoint, 
that the author did not speak his mind before instead of after 
the conferences of Paris and The Hague. Basing his case on the 
Lansing agreement with the Government of the late Empire, he 
estimates the total liability which can be rightfully imposed on 
Germany at 45 milliards of marks (say 2,250 million pounds). 
Towards this amount he asserts that, on a moderate calculation, 
344 milliards of marks had been paid (in cash, materials, services 
and ceded State property) up to August 31 last, when the Dawes 


1 See, for instance, Dr. Josef Dobretsbergers’s article on ‘‘ Wandlungen der 
Monopoltheorie ’’ in Schmoller’s Jahrbuch, vol. 53, pp. 701-22, October 1929. 
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“Plan” ran out. He contends, therefore, that only a further 
104 milliards remained still due at that date, and that German 
policy should now be concentrated upon the task of convincing 
the creditor nations and the world at large that when this sum 
has been paid the account must be regarded as closed. This is 
in his opinion the only rational and possible “ final solution ” 
(Endlésung) of the “tribute *’ problem, for “ neither Germany 
nor Europe nor the world can survive for another decade the 
senseless and illegal bartering over reparation for the war of a 
generation already dying out without the fateful crippling of all 
constructive and creative forces.” He believes that the strongest 
resistance to this view will come not from Great Britain, but 
from France, Italy and America, yet he has faith that all countries 
alike will eventually agree to face and accept the stern logic of 
facts. So far as this country is concerned, Dr. Salin may be 
sure that, without corresponding action by America, no British 
Government would consent to reduce further the debts-due from 
our late Allies, or yet to make the repayment of those debts 
dependent upon any new revision of the reparations in Germany’s 
favour. It is worthy of note, as illustrating the author’s concern 
to avoid over-statement, that in estimating the amount of Ger- 
many’s payments to the Allied Powers so far he has the courage 
and good sense to disclaim as grossly exaggerated and fanciful 
the estimate to which Brentano gave his name and authority. 
W. H. Dawson 


Die Dynamik der theoretischen Nationalékonomie. By RupDOLPH 
STRELLER. (Tubingen, 1928. Pp. 225.) 


At the beginning of this book, indeed in its title, Dr. Streller - 
promises us a general inquiry into economic dynamics, and com- 
mences the inquiry with a methodological section in which the 
limits and limitations of statics and the aims and methods of 
dynamics are discussed. A particularly welcome chapter is that 
containing an examination of the validity of marginalist doctrine 
and a defence of it against that misunderstanding and misrepre- 
sentation for which some German schools of thought are respon- 
sible. Much of this section is devoted to the repetition and 
expansion of the conclusions reached in the author’s earlier book, 
on the part played by the time-element in distinguishing statics 
from dynamics. Dr. Streller has, in fact, perhaps too great a 
fondness for this time-element, and sometimes introduces it into 
situations where its presence is a little unhelpful. 
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In the second section of the book, building upon foundations 
laid over thirty years ago by J. B. Clark, Dr. Streller develops a 
theory of price and distribution. His Distribution Theory really 
does deal with distribution, and not merely with the pricing of 
the factors of production, and is based on a useful division of the 
income-receiving members of an economy into those whose income 
is explicable upon statical assumptions, those whose income is 
explicable only upon dynamical assumptions, and those whose 
income is explicable only by assuming the perpetuation of a 
state of disequilibrium. That is to say, into receivers of wages 
and rent, receivers of profit and interest, and receivers of certain 
sorts of monopoly-gain. The best part of this section is the 
discussion of the relations between the various groups of Wirt- 
schaftssubjeckten and society. This theoretical apparatus lends 
itself to particularly happy employment in the demonstration of 
the differences between individualism and the policy of laissez- 
faire. The attempt to supply yet another basis for Bohmbawerk’s 
doctrine of the under-valuation of future wealth is also worthy 
of attention. 

Although Dr. Streller’s use of the concept of static, dynamic 
and pseudo-static economic “ subjects ” leads to these and other 
useful immediate results, one awaits with interest its wider use 
as part of a new engine for the discovery of economic truth. It 
is therefore a little disappointing to find that the remainder of 
the book—a mere 22 pages—contains nothing more startlingly 
new than the exposition of a new theory of the business cycle. 
The discussion is greatly simplified, no doubt, by the employment 
of the ordinary logical device of dealing with only one variable 
at a time. But Dr. Streller does not employ this device in 
accordance with the rules of logic. Disdaining to make use of 
the pound ceteris paribus, he allows his other variables to roam 
freely, without making any later attempt even to catch and 
brand them. Not every one of his readers will be satisfied that 
this procedure is legitimate. The cause which he does permit 
himself to consider as coming within the scope of his theory is the 
method of distributing income among the “ static,” “ dynamic ” 
and “‘ pseudo-static ”” members of society. Any criticism of this 
last part of the book would, however, be incomplete if it contained 
no reference to the excellent remarks on the methodology of 
business cycle theory. 

But if we are to judge this work as a real “ Versuch, diejenigen 
Probleme, die sich auf Grund logischer Ueberlegung als ‘ dyna- 
mische’ erkennen lassen, der Lésung niherzubringen,”’ we can 
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only wonder at the large amount of territory which Dr. Streller 
has left totally unexplored. He himself has explained how much 
wider the dynamic field is than the static ; it is difficult to imagine 
why he should be content to show such a faith by such scanty 
works. Of course, the boundaries of a Konjunkturtheorie may be 
drawn so wide as to embrace the whole field of dynamic economics, 
just as the boundaries of a theory of Price Equilibrium may 
encircle the whole of the static field. But the Konjunkturtheorie 
which performs this service will be a much more complex 
body of thought than this of Dr. Streller’s. His book certainly 
cannot be acclaimed as that “erste Theorie auf einem fast 
unerschlossenen Gebiete ’’ to which, on p. 3, he refers. Never- 
theless, when that pioneer theory comes to be constructed, its 
constructor will have reason to be very grateful for the work of 


Dr. Streller. 
Haroutp E. Batson 


~ 


Prospettive economiche, 1930. By G. Mortara. (Universita 
Bocconi di Milano. 1930. Pp. xxiii + 538.) 


In his introductory survey to the tenth volume of Prospeitive 
economiche, Professor Mortara derives comfort from the fact that, 
despite the existence of depression in certain countries and in 
certain industries, the aggregates of world trade, production and 
consumption, during the period he is surveying, afford satisfactory 
evidence of growth. “In spite of all obstacles the factors of 
economic progress are constantly accumulating and becoming 
stronger.” The figures on which he bases this conclusion, how- 
ever, do not extend for the most part beyond the middle of 1929, 
and he may have cause in his next volume, when the figures for 
1930 are available, to modify the above statement and also to 
regard the sequel to the collapse of the New York Stock Exchange 
boom as something more than “a reaction from the excesses 
of speculative activity, which had momentarily caused some 
embarrassment in the North American economy, though without 
paralysing its formidable power of expansion.” 

It is impossible even to indicate the wealth of comparative 
statistical data contained in this volume; the reviewer can only 
pick out one or two fragments from his catch in the hope of 
inducing others to fish in the same stream. 

The following table seems to afford scope for no small amount 
of economic and even of political deductions; it represents (in 
kilogrammes) the quantity of cereals of all kinds, and of potatoes, 
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available per head of population for the average of the two years 
1927 and 1928. 











Cereals. Potatoes. 
Country. : ? 

Including Excluding Including 
seed. seed. seed. 
Italy . : P : ; . 305 282 38 
Great Britain and Northern Ireland 300 289 125 
Spain . . ; - ‘ : 354 320 164 
Poland : A A ; : 415 375 904 
France . 3 - r - 413 378 350 
Germany . : a Z ; 440 406 620 
Europe (excluding U.S.8.R.) . ‘ 387 357 339 
U.S.S.R. . . s : P 479 431 268 














Referring to this table, Professor Mortara says: ‘‘ It has been 
calculated that in Italy, just before the War, about 60 per cent. 
of the total energy value of human food-stuffs was furnished by 
cereals. The present proportion is certainly not much different; 
while the corresponding proportions for the United States and 
Great Britain do not reach 35 per cent. For France the pro- 
portion would be in the neighbourhood of 50 per cent., and for 
Russia (U.S.8.R.) 75 per cent.” 

Some light is thrown on international competition in cotton 
goods by a table showing the average values (reduced here to 
£ sterling) per metric cwt. of the cotton cloth manufactures 
(tessuti) exported by five European countries. The figures are 
admittedly not strictly comparable, but the relative price move- 
ments are of interest : 








1929. 

1925. 1926. 1927. 1928. (Jan. to 

Sept.). 

£. £. £. £. £. 

Great Britain 39-1 34:1 31-3 33°9 31-9 
France . 43-5 36-0 35-5 32-0 33-9 
Germany 65-1 6-03 56-6 61-1 58-4 
Ital ; 3 28-1 29-0 27-4 26°6 25-1 
Czecho-Slovakia 32:4 30:3 28-2 31-1 29°5 




















The available statistics indicate that in recent years the world 
consumption of cotton manufactures has grown more rapidly 
than the increase in world population, but Professor Mortara 
holds that the factors tending to the disadvantage of the European, 
but above all of the British cotton industry, are permanent in 
character and will become even more pronounced with time. 

Lastly, the following figures of average monthly output of pig 
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iron in 1928 per furnace in blast may be cited as pointing to the 
difficulties under which that branch of the metallurgical industry 
must be working in this country in view of the relatively small 
scale of production prevalent here: Great Britain, 3,940 tons; 
France, 5,550 tons; Belgium, 5,750 tons; Germany, 9,640 tons; 


the United States 16,430 tons. 
- C. W. GUILLEBAUD 
St. John’s College, 


Cambridge. 


A History of the English Corn Laws. By Donatp G. BaRnEs. 
(Routledge. Pp. xv + 336. 15s.) 


Mr. Barnes, who is now Professor of History in the University 
of Oregon, collected the materials for this book several years ago 
while a research student at London and Cambridge. The 
thoroughness with which he did his work may be judged from 
the list of nearly a thousand contemporary pamphlets given in 
the bibliography, practically all of which the author assures us 
he has examined. The result is an exhaustive history of the 
English corn laws which will immediately take its place as a stan- 
dard work of reference. Mr. Barnes has had surprisingly few 
precursors in the field which he has chosen. Practically the only 
serious work which attempts to cover the whole ground is the late 
Professor Nicholson’s little History of the English Corn Laws, but 
Nicholson’s book provides no more than a sketch, though a 
masterly and illuminating sketch. I+ has been left for Mr. Barnes 
to fill in the details and to clothe the skeleton with flesh. 

Corn laws have different objects. Their aim may be to regu- 
late the import trade, the export trade or the domestic trade in 
corn. After the Restoration the regulation of the internal trade 
fell into the background, though the statutory restrictions on the 
activities of the corn-dealer were not removed till 1772, and even 
after that, as the Rusby case showed in 1800, forestalling and 
regrating remained indictable offences at common law. But 
generally speaking it was the regulation of the export trade that 
occupied the attention of the legislature from 1660 to 1815. Mr. 
Barnes speaks on the whole favourably of this period. Notwith- 
standing the adverse judgment of Adam Smith, he gives his 
approval to the policy of the Corn Bounty Act of 1689. It had 
become necessary, he says, to secure a market for England’s 
surplus grain, and “ the bounty unquestionably aided in finding 
one.” At the same time, the bounty ‘“‘ was one of the factors 


contributing to the immense increase in the production of English 
KK2 
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corn, and as such was decidedly worth while.” It is hardly 
necessary to remark that these are two different and not quite 
compatible grounds of approval. With regard to the practical 
working of the Act, Mr. Barnes brings to light some interesting 
facts. He shows that there was no administrative machinery to 
fix official prices for the purpose of the bounty. The attempt 
to impose this duty on the justices of the peace failed, and the 
customs authorities were driven to rely on the unsupported 
declarations of the exporting merchants, a procedure which was 
technically illegal. Another interesting point is that no appro- 
priation or subsidy was ever voted by Parliament for the payment 
of the bounty. The custom-house officers met claims out of funds 
in their hands derived from import duties. When about 1750 
these funds ceased to be sufficient and the Treasury had to make 
good the deficit, criticism began to fasten on the corn laws, and 
the movement was initiated which led up to the important law 
of 1773. 

From 1815 onwards, Mr. Barnes is traversing fairly familiar 
ground, but he contrives to throw interesting sidelights on some 
neglected aspects of later corn law history. He brings out the 
proper significance of the anti-corn law agitation which developed 
during the eighteen-twenties; a newspaper and pamphlet agita- 
tion, it is true, but one which anticipated most of the arguments 
used later with such deadly effect by the Anti-Corn Law League. 
The decline of this agitation about 1828 was due to the growing 
conviction amongst its supporters that nothing could be obtained 
from an unreformed Parliament. But the Whigs after 1832 did 
as little as the Tories to remedy the grievance of the corn laws, 
and Mr. Barnes is probably right in conjecturing that “ perhaps 
nothing except the Poor Law of 1834 did more to disillusion the 
labouring class of the cities about the beneficial results of the 
reform of the House of Commons.” It required the bad harvests 
of 1836 and 1837 to set in motion the great agitation which was 
to bring the corn laws to an end. 

Of the Anti-Corn Law League Mr. Barnes does not speak in 
terms of unqualified approval. He considers its campaign 
‘** somewhat unscrupulous,” and shows that the orators of the 
League did not hesitate to use opportunist and often contradictory 
arguments. The movement was mainly a middle-class one. The 
Chartists were hostile, most of them being strong supporters of 
agricultural protection “‘ because they believed that free trade in 
grain would throw out of cultivation a great deal of land and drive 
thousands of agricultural labourers to the factories to compete 
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and to reduce wages.” It is interesting to learn that in the 
dialectical battles of the time the free-traders did not always have 
the best of it, and Mr. Barnes has done well to rescue from oblivion 
the names of George Game Day and other doughty defenders of 
protection, in whom the great Cobden himself found foemen 
worthy of his steel. Mr. Barnes’ account of the League is a 
valuable corrective to the unduly favourable impression conveyed 
by Morley’s Life of Cobden. Morley wrote too soon after Cobden’s 
death to be critical, but the time for mere panegyric is long past, 
and an extended narrative which would develop the points 
touched on in Mr. Barnes’ chapter is now overdue. 

The explanation of Britain’s solitary position as a free-trade 
country is, according to Mr. Barnes, fairly simple. For a brief 
period in British history the interests of manufacturers and con- 
sumers coincided and free trade triumphed. Nowhere else has 
this coincidence ever occurred, and therefore no country has 
followed Great Britain’s example. The explanation is probably 
true, though it is disagreeable to be reminded how large a part 
chance and circumstance play in deciding the destinies of nations. 
Still there is no help for it. The historian, like the politician, has 
constantly to reverse Bishop Butler’s maxim and inquire not how 
men in reason ought to behave, but how in practice they do 
behave. Causes seldom win or fail on their own merits alone. 
It required something more than an appeal to pure reason to 
establish the ascendancy of free trade over the minds of English- 
men. And if ever this ascendancy is undermined, it will almost 
certainly be through the use of somewhat similar methods. 

A. BIRNTE 
The University, 
Edinburgh. 


The Basic Industries and Social History of Japan, 1914-18. By 
UsuIsaBurRo Kopayasut. (The Carnegie Endowment for 
International Peace.) (Yale University Press. Pp. 280. 
15s.) 

Tue difficulties facing the author of this book. must have 
been enormous, for accurate statistics were hard to obtain, when 
they were not completely lacking. Nevertheless, a very large 
amount of information has been collected here and should be of 
considerable use to future researchers. 

Unfortunately there are various blemishes which would 
hardly be expected in a book published under such auspices. 
The method of treatment of each subject is such that a good 
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deal of the text is repeated, sometimes more than once; there 
are some startling inaccuracies in figures, and there is a general 
air of no revision or complete reading having been made by any 
competent person with a full command of English; figures and 
tables are scattered about rather too freely, and there is no 
index. 

On p. 25, index figures for wages are given month by month 
for 1917, rising steadily from 147 in January to 198 in December, 
and the average for the year is given as 198. On p. 45, the year 
1925 is presumably a misprint for 1918. On p. 83, the increase 
in value of artificial fertilisers produced is given as 250 per cent. 
instead of 150 percent. The general obscurity of p. 87 is increased 
by a misprint of Yen 900,000 for Yen 1,180,000. 

The first part of the book deals with agriculture, the second 
with mining and metallurgy, and the third with forestry and 
fisheries. The fourth and last part is an attempt to sum up the 
measures adopted by the Government, banks and private associa- 
tions in their efforts to produce various economic results, followed 
by an estimate of the social effects of the war. There is a good 
deal of valuable information collected in the first three parts, but 
the difficulty of forming conclusions or generalising from it is 
well illustrated by the following quotations : 


P. 15. “ Although Japan was a belligerent she did not 
directly experience the destructive effects of the war, but 
was principally affected by her position as a supplier of war 
materials. The resultant prosperity of her foreign trade 
went a long way towards increasing the income of individuals, 
who, in turn, raised their standard of living and increased 
their buying power. Among the lower classes, who consist 
for the most part of labouring people, the changes wrought 
were phenomenal. Those things which they had regarded 
as luxuries and beyond their reach became accessible to 
them. Those who had formerly eaten wheat and other 
cheaper cereals now became consumers of rice, the costliest 
of cereal foods.”’ 

P. 23. “‘ But the chief causes (of the rise in price of rice) 
were the remarkable expansion of the buying power of the 
people, especially the lower classes, who found in the war a 
tremendous opportunity to enrich themselves . . .” 

P. 261. ‘‘ And when we come to the lower classes, always 
open and susceptible to the spirit of radicalism, it was not 
uncommon for workers either to go on strike or to idle away 
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their time at work, in order to force their employers to grant 
them shorter hours of work and higher rates of wages. 
While this may have been due to their awakening, through 
the novel circumstances of the time, or to the contamination 
of Western thought, a truer reason was that their wages did 
not keep pace with the increase in the cost of living.”’ 


It is strange to find, in a book with so comprehensive a title, 
no reference to cotton growing and manufacture, for cotton goods 
made up some 15 per cent. of Japan’s exports before the war, 
and the cotton industry was the largest of all her factory indus- 
tries. A further omission is any mention of the Twenty-one 
Demands presented to China (with consequent activity in the 
Yangtse valley, Manchuria and Shantung, which must have had 
far-reaching influences in Japan) and of loans to China of some 
£25,000,000 in 1918. 

The accounts given of government efforts to bolster up rice 
prices, and later to limit them, and of the rapid growth of indus- 
tries in a country previously largely dependent on imports, are 
most interesting. It is unfortunate that the tragedy of the 
earthquake should have prevented the gradual working out of 
the changes caused by the war, and that it should have added con- 
siderably to the difficulty of collecting information for this book. 

C. A. ASHLEY 


The Penetration of Money Economy in Japan. By Matsvyo 
Takizawa. (Columbia University Press. Pp. 155. 9s.) 


Tuts book suffers from the fault that much of the information 
given is repeated once or oftener in succeeding chapters. It is, 
however, pleasantly written, and easy to read and to follow. 

The titles of the chief chapters are: The Development of 
Money Economy, The Effect of Money upon the Development of 
Towns, The Decline of the Village Community, The Decline of 
the Samurai Class, The Ascendancy of the Moneyed Class, The 
Disintegration of the Old Family System. It is evident that the 
main argument of these chapters must be a common one, and 
that most of the evidence might find an appropriate place in 
almost any of the chapters. 

The facts that are presented are usually of a general nature 
and illustrative of general tendencies; the period covered is over 
six hundred years, and dates are given infrequently. Had the 
question been approached on a chronological basis a much shorter, 
but much more satisfactory book would have resulted. 
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The efforts of successive governments to control prices, main- 
tain existing conditions of life, solve currency problems, and yet 
command a measure of popular support are interestingly described. 
The failure of ministries in similar efforts during the war (as 
described in the book reviewed above) shows again how difficult 
it is for a government to take advantage of past experience. 

C. A. ASHLEY 


The Meaning of Rationalisation. By L. Urwiox, O.B.E., M.C., 
M.A. (London: Nisbet: 1929. Pp. 160. Price 7s. 6d.) 


Tuts admirable work by the Director of the International 
Management Institute rather suggests the paradox that in Great 
Britain far too little has been done to rationalise, and yet in 
another sense too much. Employers and others have shown too 
little readiness to approach and consider the subject, and Mr. 
Urwick holds that “ the leaders of labour have been far more 
willing to view the new conception carefully, if not with favour, 
than the majority of employers.”’ This, no doubt, as he points 
out, is largely attributable to the fact that rationalisation of an 
industry, the co-ordinated control of individuals by the industry 
as a whole, is in many ways a step towards “ the wider ideals of 
organised labour,” and away from the individualistic ideas still 
so strong with employers. Moreover, if taken as a mass, em- 
ployers do not welcome the new idea, relative lack of earlier 
experience of co-ordinated action puts them in many ways at a 
disadvantage. For “‘ the practice gained by German industrial- 
ists in cartel organisation prior to the war has enormously 
facilitated the readjustments called for by rationalisation.” 

On the other hand, organisations for promoting rationalisation 
or one or other of its features are too numerous and far too little 
co-ordinated. Whilst many do admirable work, some “are of 
inferior value or distinguished rather by moral enthusiasm than 
by effective methods, and irritate the practical business man who 
seeks to use them.” Indeed, Mr. Urwick points out that the 
very multiplicity of organisations is apt to lead sympathetic 
employers to concentrate unduly on one or two of them to the 
neglect of the wider general problem. In short, among the 
things needing to be rationalised is rationalisation. 

From these and other circumstances Mr. Urwick draws 
various conclusions. He emphasises, adopting the phrase used 
by F. W. Taylor in regard to scientific management, that rational- 
isation is ‘“‘ a mental revolution,” that “it is a new attitude to 
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industrial management,’ and that full success will not come 
unless managers of large unified concerns “‘ escape entirely from 
the habits of mind associated with the direct management of 
smaller enterprises.” Along with this, rationalisation is not a 
matter of single firms or single industries, but of a co-ordinated 
national effort, leading finally even to international co-operation. 
Moreover, on the national -basis, co-ordination must embrace 
the work of the national government and the rationalisation of 
the work of the Civil Service Departments. “‘ The only Minister 
who can be described at present as responsible to the Cabinet for 
measures effecting the general efficiency of British industry and 
commerce is the President of the Board of Trade, and he is sadly 
handicapped in any attempt to take a synoptic view of the whole 
situation.”” This is contrasted with the work of the official 
Department of Commerce in the United States and with the 
non-official German Reichskuratorium; but a beginning towards 
the proposal outlined by Mr. Urwick for the “creation ofsmachinery 
for thought and study, similar in conception to the Committee 
of Imperial Defence,’’ seems to have been provided, since the 
book’s publication, in the Economic Advisory Committee. The 
excellent penultimate chapter, on “‘ Some Suggestions for Action,” 
contains an admirable survey of the place of British Government 
in rationalisation. 

Such being the fundamental basis of the problem, Mr. Urwick 
has given us a very valuable and suggestive book. Most wisely 
he has devoted considerable space to the definition of his subject, 
both in a most interesting opening chapter and in the series of 
definitions by authoritative bodies and individuals contained in 
Appendix B. He has well emphasised in particular that “ the 
grouping of businesses in large combinations and the elimination 
of inefficient producers” is too narrow an interpretation of its 
scope, as compared, for instance, with the view of the Reichs- 
kuratorium, that “it consists in understanding and applying 
every means of improving the general economic situation through 
systematic organisation.” 

Subsequently, Mr. Urwick attempts to bring the various 
problems of organisation into touch with the central scheme. 
Chapter V, for instance, has an admirable discussion of scientific 
management in relation to it, and a sympathetic appreciation 
of the work of F. W. Taylor. The latter himself held strongly 
that ‘‘ standard conditions established by the management must 
precede standard performance demanded of the men.” Indeed, 
Mr. Urwick, in explaining the earlier opposition of British Trade 
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Unionism to scientific management, hardly seems to allow suffi- 
ciently for the effect of the neglect of this principle and of Taylor’s 
whole spirit by too many of his British imitators. There follow 
chapters on various other sides of the movement—Research, 
the Field of Management, and the Field of Administration; and 
in regard to the two last emphasis is well laid both on their 
necessary separation in the large modern business and on the 
need for co-ordinating them. 

The whole book has a high value. By discussion it clarifies 
the meaning of rationalisation, which is still far too little under- 
stood in thiscountry. It further, as already described, emphasises 
that rationalisation, as a movement, embraces all branches of the 
national economic life, nationally co-ordinated, with the object, 
as in Steuart’s definition of Political Economy, ‘‘ of providing a 
plentiful fund of subsistence for all.” Lastly—and it is an 
important matter—the book urges that improvement in the 
general standard of living is an essential part of rationalisation, 
‘to gain for the community,’ in the words of the Genoa Economic 
Conference resolution, ‘‘ greater stability and a higher standard 
of life.” N. B. DEARLE 
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NOTES AND MEMORANDA 


FINANCIAL REFORM AND THE INDIAN STATUTORY 
ComMMISSION 


THE recent publication of the Report of the Indian Statutory 
Commission, popularly known as the Simon Commission, has 
again brought to a head the all-important question of financial 
reform in India. There has in recent years been no problem in 
public finance in that country so urgent and so important as the 
need of greater harmonisation of central and provincial revenues 
and the necessity of tapping new sources to provide for the grow- 
ing expenditure on nation-building services like education, sanita- 
tion and local self-government, which are the concern of Ministers 
in the provinces. The Commission had as its Financial Assessor 
Sir Walter Layton, editor of the Economist and the author of 
the recommendations on the financial side of the Report. The 
Commissioners indeed “accept and fully endorse the general 
principles of his scheme.” In this paper it is proposed to set 
forth the salient features of the present system of finance, its 
strength and weakness; secondly, to describe the principles 
of the scheme of the Financial Assessor; and lastly, to comment 
on the proposals in their applicability to conditions as they obtain 
in India to-day. 

I 


Some of the main characteristics of the financial system of 
India, especially the importance of the taxation of land and 
indirect taxation,! are due to the predominantly agricultural 
conditions of the country, the self-sufficiency of the villages, the 
inequality of the distribution of incomes, the low standard of 
living and the precariousness of the rainfall, which makes budget- 
ing a gamble in rain. There is a very great unevenness in the 
income distribution. There are very rich men side by side with 
extremely poor people, and the burden of taxation on the former 
presses very lightly as compared with the latter. ‘A poor 
cultivator,” says the Commission, “ who not only pays to the 

1 Land Revenue has fallen from 50 per cent. of the total tax revenue (central 
and provincial) in 1861-62 to 42 per cent. in the pre-war year 1913-14, and to 


23 per cent. in 1928-29. Indirect taxation was 43 per cent. in 1861-62, 53 per 
cent. in 1914, and 66 per cent. in 1928-29. 
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State a substantial portion of his income from land, but also bears 
the burden of the duties on sugar, kerosene oil, salt, and other 
articles of general consumption, seems to receive very different 
treatment from the big zemindar or landholder in areas where 
‘permanent settlement’ prevails, who owns extensive estates, 
for which he may pay to the State a merely nominal charge 
fixed over a century ago and declared to be unalterable for ever, 
while his agricultural income is totally exempt from income tax, 
Moreover, there are no death duties in India. . . . Whatever 
may be said for the Indian tariff, much of it cannot benefit the 
agriculturist.”’ + 

If India is to advance economically, money must be spent 
on the nation-building departments which will result in an 
increase in the standard of living. This means, as we shall see, 
more adequate revenues for the provinces, which must be strong 
units and autonomous in their financial requirements. In the 
past British India has had one of the most highly centralised and 
efficient governments in the world. The East India Company, 
both as a trading corporation and as a successor of the Moguls, 
had certain centralised characteristics. By the Charter Act of 
1833 the Governor-General of Bengal became the Governor- 
General of India, and was invested with complete control over 
the finances of Bombay, Madras and other subordinate govern- 
ments. These could not create any appointment or incur any 
expenditure without the sanction of the Central Government. 
The Acts of 1853 and 1858 continued the Government of India’s 
control over all revenues and expenditures. The revenues of 
India were treated as one, and the provinces were refused any 
legal right to the revenue which they collected. Sir Richard 
Strachey has described how “the distribution of the public 
income degenerated into something like a scramble, in which 
the most violent“had the advantage, with very little attention 
to reason; as local economy brought no local advantage, the 
stimulus to avoid waste was reduced to a minimum, and as no 
local growth of the income led to local means of improvement, 
the interest in developing the public revenues was also brought 
down to the lowest level.”’? This over-centralisation, as every 
student of Indian finance knows, led to thoroughly inharmonious 
relations between the Government of India and _ provincial 
governments. 

1 Report o, the Indian Statutory Commission, Vol. I. (Cmd. 3568), 1930, pp. 


334-35. 
2 Sir John Strachey’s India, 3rd edition, p. 113. 
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Lord Mayo’s decentralisation scheme of 18701 gave to pro- 
vincial governments the financial control of education, medical 
services (except medical establishments), police, jails, roads, 
buildings, registration and miscellaneous public improvements, 
and to meet the expenditure connected with these services a 
fixed assignment was made. If this proved insufficient, pro- 
vincial taxation was to be imposed. In a Minute of 1870, Lord 
Mayo wrote with great truth : ‘I believe, as I have repeatedly 
said, that if we place administration of portions, both of our 
revenue and expenditure, in the hands of the Local Governments, 
it will lead to economy, to increased responsibility, to the avoid- 
ance of much administrative difficulty, and above all, it will 
enable the rulers of the country gradually to institute, in various 
parts of the empire, something in the shape of local self-govern- 
ment, and will eventually tend to associate more and more the 
natives of this country in the conduct of public affairs.” ? Un- 
fortunately the expanding heads of revenue ~-remained in the 
hands of the Central Government, while the expanding heads 
of expenditure went to the provinces—a feature which has been 
repeated after the Reforms introduced in 1921. Moreover, with 
a fixed assignment the provinces had no inducement to develop 
the revenues raised within their territories. In 1877, during the 
Viceroyalty of Lord Lytton, all provincial services were trans- 
ferred to provincial governments, and in place of the fixed grants 
the whole or part of specified heads of revenue were given to meet 
such expenditure. Here we have for the first time a division of 
the heads of revenue. Indeed the main object was to give the 
provincial governments direct inducements to improve their 
existing revenues through good administration. Settlements 
took place, but not without the usual controversies, between 
1882 and 1904. In the latter year these agreements were made 
quasi-permanent in order to give the provincial governments 
greater independence in the management of their finances, and 
no longer were these governments liable to have the provincial 
balances swept into the central exchequer on the expiry of the 
settlement. They were able to reap the reward of their own 
economies and were not rushed into spending, as hitherto, before 
the expiry of that settlement. The Central Government was also 
a gainer, because it knew its own position financially better than 
hitherto. It was also free from the usual quinquennial con- 
troversies. In 1912 settlements were made permanent and a 


1 Resolution No. 3334 of 14th December, 1870. 
‘Minute dated 23rd June, 1870. 
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greater share of growing revenues was given to the provinces, 
There was less intervention in the preparation of provincial 
budgets. Considerable improvements were made in the manage- 
ment of famine relief, and in 1917 the Central Government agreed 
to share the responsibility for this expenditure in the proportion 
of 3: 1 with provincial governments. 

The Report on the Indian Constitutional Reforms, 1918, 
usually known as the Joint Report, recommended a complete 
separation of central and provincial finance in order to make 
provincial autonomy a reality. The Report held the view that 
in addition to customs, opium and salt, already central heads, 
income tax should also be a central head of revenue, because (1) 
a uniform rate throughout the country was thought to be possible 
only by making it a central subject, and (2) the province in 
which the tax was paid was not necessarily the province in which 
the income was earned. Land revenue was made a provincial 
subject because it was closely related to the administration of 
the rural areas and was closely connected with famine relief 
and irrigation. As there was to be no divided head, general 
stamps were to be made a central head, while irrigation, excise 
and judicial stamps were assigned to the provinces. The deficit 
of the Government of India resulting from the separation of 
sources was the supreme difficulty of the proposal. The Central 
deficit, amounting to Rs. 1,363 lakhs, was to be made good 
from provincial surpluses of Rs. 1,564 lakhs:1 87 per cent., 
therefore, of the difference between the estimated gross 
revenues of each province under the new scheme and the normal 
expenditure was to be the contribution of each province. In 
order to give the greater taxing power to the provinces, certain 
heads of taxation were scheduled as reserved for the provinces, 
e.g. succession duties, while the residuary powers of taxation 
were left with the Central Government. It might have been 
better (and certainly it would have been more logical) to schedule 
the taxes of the Central Government and to give the remainder to 
the provinces, which had to undertake the important and growing 
expenditure connected with provincial services. The financial 
scheme of the Joint Report met with considerable criticism and 
opposition, especially from Madras and the United Provinces— 
both agricultural provinces—as well as from the industrial pro- 
vinces of Bombay and Bengal, both of which objected to the 
income tax, the industrial complement of land revenue, being 
taken by the Central Government. A Committee called the 

1 1 lakh = £7,500. 1 crore or 100 lakhs = £750,000. 





su; 


it 1 
of 

sta 
col 
est 


pet 
wa 
the 
aft 
of | 
dis; 


in 
19; 
Ori 
Cor 
ord. 
The 


Bom 


‘ial 
Be- 
ed. 
on 


8, 
on 
on 
ile 
to 
ng 
ial 
id 


o- 


ne 


he 





1930] FINANCIAL REFORM IN INDIA 509 


Financial Relations Committee (usually known as the Meston 
Committee) was appointed by the Secretary of State, on the 
recommendations of the Government of India and the Parlia- 
mentary Joint Select Committee on the Government of India 
Bill, 1919, to advise on (a) the contributions to be paid by the 
various provinces to the Central Government for the financial 
year 1921-22; (b) the modification to be made in the provincial 
contributions thereafter with a view to their equitable distribu- 
tion until there ceases to be an all-India deficit; (c) the future 
financing of the provincial loan accounts; and (d) whether the 
Government of Bombay should retain any share of the revenue 
derived from income tax.! The Committee held that under the 
terms of reference they had to accept the Scheme of the redistri- 
bution of revenues as laid down in the Joint Report on Con- 
stitutional Reforms unless they found the strongest reason for 
suggesting a change. 

The main difference between financial devolution recammended 
by the Joint Report and the Meston Report was as follows :— 
In the former, 87 per cent. of the gross surplus of the provinces 
under the new scheme or of the increased spending power was to 
be taken by the Central Government in the form of contributions 
from the provinces. The Meston Committee, however, believed 
it to be impossible to fix a standard ratio of contributions capable 
of automatic change from year to year owing to the absence of 
statistical data. They took into consideration the indirect 
contributions of the provinces to the Central Government, 
especially customs and income tax, and made certain adjustments 
in the figure of Rs. 1,363 lakhs by eliminating provincial civil 
pensions and leave allowances drawn outside India. The figure 
was thus reduced to Rs. 983 lakhs, which was distributed among 
the provinces, not according to increased spending power, but 
after consideration of the financial strength and taxable capacity 
of each province based on the statistical information put at the 
disposal of the Committee. The figure of Rs. 983 lakhs was then 
split up according to a percentage fixed in the light of these facts 
in each province, as follows :—Bombay 13; Madras 17; Bengal 
19; United Provinces 18; Punjab 9; Burma 6}; Bihar and 
Orissa 10; Central Provinces 5; Assam 23; total 100. The 
Committee also recommended that there were disadvantages in 
ordinary circumstances of a system of provincial contributions. 
They suggested that the Central Government should direct its 


1 This clause (Clause d) was added later at the instance of the Government of 
Bombay. 
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policy in order to do away with them as early as possible, owing 
to the growth of customs revenue and the cutting down of military 
expenditure from the high-water mark of Rs. 87 crores (net) 
which it had reached in 1920-21. The Committee also remarked, 
in regard to direct taxation, that ‘‘ We doubt if it will be possible 
permanently to exclude local governments from some form of 
direct taxation upon the industrial and commercial earnings of 
their people; and we recognise the natural anxiety of provinces 
to retain a share in a rapidly improving head of revenue.” 1 The 
Parliamentary Committee in its Second Report made two changes 
of importance :—(1) That in no case should the initial contribu- 
tions payable by any province be increased as recommended by 
the Meston Committee in regard to Bombay, Bengal, Bihar and 
Orissa, Central Provinces, and Assam.2 The Committee also 
emphasised the peculiar financial difficulties of Bengal, and laid 
it down that “ the contributions from the provinces to the 
Central Government should cease at the earliest possible moment.” 
In view of this, contributions were completely remitted in the 
case of Bengal from 1922-23 and for all other provinces from 
1928-29. The Committee also recommended that all provinces 
should share in the growth of revenue from income tax so far as 
that growth is due to an increase in the amount of the income 
assessed. The Parliamentary Committee as well as the Meston 
Committee thus realised that income tax could not remain only 
a central head of revenue. From the point of view of principle 
this is important. 


II 


It is necessary before dealing with the outlines of Sir Walter 
Layton’s scheme to examine what Adam Smith would have 
called the ‘‘ connecting principles.”’ A Finance Minister has to 
pluck the feathers of the goose with as little squealing as possible. 
Not only must the system produce the required revenue, but it 
must be administratively practicable. It must, for example, 
be adapted in the case of India to a federal constitution. In 
other words, we have to consider the constitutional as well as the 
economic aspects of the proposal. Any satisfactory system must 
reconcile the claims of the provinces and constitutional limitations 
must be kept in view. The old doctrine of the separation of 
sources (viz. the direct taxes are the field of the provinces and 
indirect taxes that of the Central Government) was definitely 


1 Financial Relations Committee, Cmd. 724 (1920), p. 3. 
Second Report from the Joint Select Committee (189-1920), p. 3. 
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rejected as an article of faith after the war. The Great War 
compelled federal governments to invade the field of direct 
taxation to an extent never dreamt of in the philosophy of public 
finance. Income taxation is now the chief head of federal tax 
revenues in the United States.1 Twelve states of the Union 
also levy income tax. Canada introduced a Dominion income 
tax in 1917, and there is now. an income tax in British Columbia, 
Manitoba and Prince Edward Island. In Australia from 1915-16 
the Commonwealth had to impose heavy direct taxation in 
addition to the direct taxation on income levied by the States. 
Customs since the time of Alexander Hamilton has in all countries 
without exception been under federal control in order to ensure 
that there should be no impediments to provincial or inter-state 
commerce. Sir Walter Layton has laid down three cardinal 
principles. (1) That responsibility for imposing additional 
taxation is definitely laid upon those who will have to incur 
additional expenditure; (2) that sources of revenue appropriate 
to their requirements are available to those authorities who have 
urgent and expanding services to administer; and (3) that all 
parts of India shall make a not unfair contribution to common 
purposes.2, Tested by these principles the financial system of 
India to-day is obviously unsatisfactory. It might have been 
possible to add three other widely recognised principles; viz. (4) 
that every person having taxable capacity should pay a direct 
personal tax to the Government under which he is domiciled and 
from which he receives protection and other benefits; (5) tangible 
property by whomsoever owned should be taxed by the juris- 
diction in which it is located, for the simple reason that it receives 
protection and other governmental benefits; and (6) business 
carried on for profit in any locality should be taxed for the benefits 
received. 

In regard to the first of these principles, experience since 
1921-22 has shown that additional taxation in India has been 
levied chiefly in the form of customs, which is, as we have seen, a 
central head of revenue. Customs revenue in 1928-29 increased 
44 per cent. over that in 1921-22, the first year of the Reforms. 
Land revenue, the mainstay of the provinces, and before the war 
the main source of revenue in India, did not increase. The 
figure for 1928-29 was actually 4} per cent. below that of 1921-22. 
Land revenue, in short, as a contribution to the cost of govern- 


1 58 per cent. in 1928-29. 
2 Cf. Report of the Indian Statutory Commission, Vol. II. (Cmd. 3568), 1930, 
p. 211. 
No. 159.—VoOL. XL. LL 
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ment, has greatly declined, mainly due to its inelasticity through 
administrative or legislative impediments. Responsibility then 
for additional taxation is not laid upon those who have to incur 
most additional expenditure. It is in the provinces that this 
expenditure must be incurred. In regard to the second of Sir 
Walter Layton’s principles, it is clear from what has already 
been said that sources are not available to those who have urgent 
and expanding needs, and in regard to his third principle it cannot 
be said that all parts of India are making equal sacrifices in the 
cause of education, sanitation and other services which raise the 
prosperity of the country as a whole. In regard to three other 
principles, it is unfortunately not the case that those having 
taxable capacity pay a direct personal tax to provincial govern- 
ments, nor is tangible property or business taxed for the pro- 
tection and benefits received. For these reasons the system of 
financial devolution introduced by the Government of India Act, 
1919, stands condemned. The Indian Statutory Commission 
has well said that ‘‘ success or failure in constitutional experi- 
ments depends largely on the extent to which those who have to 
operate them are provided with adequate revenues.” 1? In 
other words, a sound financial scheme must provide sufficient 
resources so that, as has sometimes been said, the growing 
organism of self-government can draw air into its lungs and 
live. 

The Indian Statutory Commission and the Financial Assessor 
considered three schemes providing for fiscal autonomy in the 
provinces, and at the same time assisting India towards a federa- 
tion. The first of these was one suggested by a majority of the 
members of the Indian Central Committee, that all revenues, 
including customs and income tax, should be assigned to the 
provinces, which in turn should finance the Central Government. 
This, however, is theoretically and administratively indefensible 
because not only has it no precedent in any federation, but it 
would leave the Central Government independent of the provinces 
in regard to its expenditure, and at the same time able to demand 
from the provinces revenue to meet its requirements. Customs, 
moreover, must be a federal head so that there can be uniformity 
of rates throughout the country and no inter-provincial or inter- 
state customs barriers. The customs revenue collected at the 
ports cannot be said to belong to any province or provinces, but 
they are paid by people all over India, just as is the case of income 
tax paid at such centres as Bombay and Calcutta, the main 

1 Op. cit., p. 131. 
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centres of India’s commercial life. Another scheme is to transfer 
certain services at present undertaken by the provinces to the 
Central Government, which would finance these by grants-in-aid 
from Central funds. Experience in the United States of America 
and other federations has shown that there are many objections 
to this method. It stifles local initiative, especially in regard to 
the vital services which depend for their solution on the states. 
It attempts to create a uniform system into which all provincial 
administration must be cast. It may also serve as an excuse 
for the Central Government to ram down the throats of the 
provinces federal policies. It sometimes, if not usually, results 
in a transfer of wealth from the richer to the poorer provinces. 
On the other hand, it is argued that it brings in India a stimulus 
and leadership that could not come from any source other than 
the Central Government. Federal subsidies on the whole hamper 
progress towards responsible government, and in the words of the 
Assessor, ‘‘ The scheme is at variance with the widely held view 
that political evolution of India requires the development of as 
large a class as possible of persons engaged in public work and 
administration and accustomed to public responsibilities. The 
most important school in which this class can be trained will be 
in the provinces, where provincial legislatures will have to grapple 
with and direct the development of social services, which, it is 
hoped, will take place in the years immediately ahead.” 1 Cen- 
tralisation, in short, is neither advisable nor practicable. The 
remaining plan is the one adopted by the Assessor, viz. a scheme 
by which provincial sources of revenue are supplemented by cer- 
tain taxes collected by the Central Government on behalf of the 
province and distributed to them on an automatic basis. Sir 
Walter Layton recommends a scheme the main strength of which 
lies in the financial autonomy of the provinces and in its federal 
nature. He proposes to make it possible for provincial authorities, 
without extravagance but with great advantage to economic 
well-being, to increase expenditure in the provincial sphere by 
about Rs. 40 to 50 crores in ten years. He proposes to give 
provincial governments one-half of the collections of income tax 
on personal incomes, which will meet the claims of industrial 
provinces like Bombay and Bengal. This will involve the loss of 
revenue of Rs. 6 crores to the Central Government but a corre- 
sponding gain to provinces. Further, it is proposed to give the 
provinces a right to levy surcharges on personal incomes, as in 
Japan, France, Italy and other countries. This would give a 


1 Op. cit., p. 249. 
LL2 
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yield to the provinces, excluding Burma,! of Rs. 3 crores annually, 
The provinces would also be given the whole of the tax on agri- 
cultural income, estimated to be about Rs. 5 crores annually, at 
the end of ten years. He also suggests that terminal taxes may 
be levied by the provinces at every railway station at a low rate. 
The tax would be highly productive and would be restricted in 
order not to interfere with trade unduly or with general economic 
or commercial policy. ‘It is very desirable,” says Sir Walter 
Layton, “ that there should be the greatest possible freedom of 
movement of goods in India in order to encourage specialised 
production, which is one of the most important ways in which 
the standard of living can be raised. It is, moreover, difficult 
to impose taxes of this kind without putting a heavy burden 
upon short-distance traffic, and, indeed, it would be necessary 
to devise the scheme carefully in such a way as not to involve 
discrimination. But despite these objections, there is consider- 
able justification in an extensive but poor country such as India 
for following the precedent, set in many European countries and 
elsewhere, of levying what in effect would be an internal consump- 
tion tax. The tax is an easily collected one, and, even if it were 
levied at a very low rate, would be very productive of revenue if 
generally applied.” ? He also suggests that the local cess on land 
should no longer be limited, as it is in many provinces, to one 
anna in the rupee, in view of the fact that land revenue no longer 
bears a high proportion of the net produce and, moreover, other 
cesses levied on land for Imperial purposes have been abolished. 
Thus at the end of ten years the revenue in the provinces would 
be increased by Rs. 6 crores from personal income taxes, Rs. 3 
crores from surcharges on these personal income taxes, Rs. 5 
crores from the taxation of agricultural income, Rs. 8 crores 
from terminal taxes, a total of Rs. 22 crores, together with Rs. 14 
crores from a Provincial Fund, which is a very important part of 
the scheme. It is proposed to create a Provincial Fund consisting 
of excises on cigarettes and matches (Rs. 8 crores) and, when the 
Central budget situation permits, the duty on salt (Rs. 6 crores). 
The resources of this fund of all India excises collected annually 
will be distributed to the provinces on a per capita basis. Thus 
at the end of ten years it is estimated that the additional revenue 
to the provinces will be in the neighbourhood of Rs. 40 crores, 


1 Burma is excluded from the scheme in view of the fact that the Commission 
recommends that Burma should be separated from India and put direct under 
Imperial authorities in London. 

2 Op. cit., p. 243. 
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allowing for a natural growth in present revenues. In 1929-30 
provincial revenues were Rs. 78 crores. After a decade they 
should be at least Rs. 114 crores, while the Central budget should 
increase by Rs. 4} crores after salt is transferred and opium has 
disappeared under the present opium policy. Before this latter 
surplus is available to the provinces the claim by Indian (Native) 
States to a share in customs money has to be considered.4_ On 
the other hand, the Native States may rightly be called on to 
pay an increased share of defence. The cost of the army has 
risen from Rs. 32 crores in the pre-war year to Rs. 55 crores. On 
a population basis the share of the increased cost of the army 
which could be debited to the Indian States would amount to 
nearly Rs. 5} crores, a sum which would more than balance 
Rs. 44 crores, the increase in the Central budget after ten years. 
To make joint consultation and action possible regarding powers 
falling within the scope of provincial finance, it is proposed to 
create an Inter-Provincial Finance Council, consisting of the 
Finance Member of the Government of India and provincial 
Finance Ministers, who would meet to consider proposals for 
initiating changes in taxes within the scope of the Provincial 
Fund. The right of making changes in regard to the Fund must 
rest with provincial Finance Ministers, who have to balance their 
budgets. The Federal Assembly would consider these proposals 
in a special session. The Fund is to be separate from the Central 
budget. The Provincial Fund is essentially a federal idea and 
provides for common rates of taxation, a common collecting 
agency with the maximum of fiscal independence of the provinces. 
The body interested in this Fund is the provinces, and it is to be 
controlled by the Federal Assembly acting on behalf of the 
provinces. 


III 


The strong points of the Scheme outlined by Sir Walter 
Layton are that it provides in its financial aspects for increased 
revenues for provincial purposes. Its object is the strengthening 
of the provincial governments, which will be able to raise the 
standard of living by greatly increased expenditure on vital 
services, especially education. In the second place, he sees that 
the essential problem is to estimate how much increased revenue 
will be required by the provinces and to show how that sum can 
be raised. The Scheme, while it necessitates the collection of 
national taxes by the Centre on behalf of the provinces, makes 


1 Cf. op. cit., p. 271. 
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the provinces responsible for their imposition through an Inter- 
Provincial Finance Council and the Federal Assembly sitting in 
special session. This gives to the Scheme a federal character 
which is in harmony with the constitutional recommendations of 
the Indian Statutory Commission. The future development of 
India must be on federal lines, the Indian or Native States taking 
also their rightful place side by side with the Central Government 
and the fiscally independent provinces. 

The main criticisms of the proposals from a financial point 
of view may be grouped under two heads—the feasibility or 
otherwise of new sources of revenue and the practical working 
of the Provincial Fund. 

Of the new sources of revenue Sir Walter Layton has given 
considerable emphasis to direct taxation, which in this as in most 
Oriental countries is fraught with difficulties in the matter of 
collection. The assessees are unwilling to state their income, 
and it is not unusual for them to keep more than one set of books, 
one set being for the tax collector. Moreover, with widespread 
illiteracy accounts are often non-existent or kept in such a way 
that the income-tax collector has to guess the income of the 
assessee on the best information available. The advantages of 
direct taxation cannot be pressed too far in an agricultural 
country such as India, where much income cannot be assessed 
and where the population is living near the subsistence level. 
Indirect taxation, therefore, has considerable importance, and 
to-day it is 66 per cent. of total tax revenue as compared with 
41 per cent. in Great Britain. Considerable improvements, 
however, can be made by adjusting burdens so that the richer 
classes pay a fair share comparatively. It is accordingly sug- 
gested to rectify the comparatively small yield from income tax 
by lowering the limits, which are undoubtedly high. The rate 
of progression also requires reconsideration, as it is not steep 
enough, especially between incomes of Rs. 5,000 and Rs. 100,000. 
No longer should income from foreign investments which is 
brought to India within three years be exempted. This is a 
reform considerably overdue. The increase from these changes 
in the income tax is taken at about Rs. 5 crores within the next 
ten years.! It is also proposed to get rid of the anomaly which 
has crept into the Indian income-tax system of exempting from 
taxation agricultural incomes—an exemption which did not 


1 A certain amount of the increase will be due from the result of higher 
taxation of composite income when agricultural income is included. Cf. Indian 
Statutory Commission Report, Vol. II. pp. 237 and 261. 
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exist between 1860 and 1873. The advantages would be great 
notwithstanding the administrative, legal and political difficulties. 
Non-agricultural earnings of people who own land would also be 
taxable at a higher rate. The taxation of moneylenders and 
others will therefore be raised, and this is a class who can well 
afford to pay. The Report suggests that the exemption should 
be removed by stages to avoid hardship. The full rate of income 
tax and super-tax would not be imposed on landholders until 
after a specified date, the exemption being decreased gradually. 
The collection and administration of the tax and rate would be 
fixed by the Central Government, and the yield from the agricul- 
tural incomes would then be assigned to the province where it 
was collected. The taxation from agriculture is estimated by 
the Financial Assessor, probably on prices of agricultural produce 
considerably in excess of the prices which obtain to-day, to 
produce at the end of ten years Rs. 5 crores. Other estimates 
have varied from Rs. 1 to 3 crores. Half of the income tax on 
personal incomes, but not super-tax, will be given to the province 
of origin. The provinces would be entitled also to levy a surcharge 
on personal incomes up to the extent of half the amount trans- 
ferred by the Central Government. This would give the pro- 
vinces an opportunity to vary direct taxation within their borders. 
Theoretically super-tax ought to be shared with income tax, but 
the Report recommends that this is not possible, as the sacrifice 
at present would be too great. No fault can be found with the 
proposal to levy surcharges on personal incomes to the amount 
transferred, as it gives local governments the means of taxing the 
rich as well as the poor and provides them with an elastic head of 
revenue. Provinces under the present scheme of financial 
relations are able to tax only the cultivator and the poor man. 
The Assessor to the Commission has rightly refused to transfer 
excise to the Central Government in view of the peculiar con- 
ditions in India. Owing to the extent of India and the variations 
in the methods of manufacture in the various provinces, the 
Central Government’ would find it difficult, in these days, to have 
a strict system of uniform control and to suppress smuggling and 
evasion more successfully than at present, when the excise is 
wholly a provincial head. Moreover, to make prohibition turn 
on the reduction of military expenditure, which would be the case 
if it were transferred to the Central Government, would not be 
advisable. The Central Government must have stable and 
certain sources of revenue which cannot be threatened with the 
prohibition movement. Sir Walter Layton suggests that the duty 
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on imported liquor should be reduced to a standard luxury duty 
of 30 per cent., and the provinces should be entitled to impose 
further excise duties if they wish. His object is to co-ordinate the 
liquor policy within each province. The Central Government 
would lose by this Rs. 14 crores. It may be argued that there 
are administrative difficulties in this connection. But on the 
whole the suggestion may be accepted, especially as commercial 
stamps would be transferred to the Central Government, and this 
would balance the loss of duty on imported liquor, at present 
obtained from customs. 

Additional taxation for the provinces is also to be obtained 
from the important Provincial Fund, which should be fed, as we 
have seen, from new national excises on cigarettes and matches 
and the duty on salt to be transferred when the budget situation 
permits. This is perhaps the most important proposal in the 
whole scheme, as it is essentially a federal idea. It is a pity that 
the proposal is confined to cigarettes and not to tobacco generally. 
In native States by a system of licences there is already taxation 
of tobacco, and it would have been more satisfactory if, in addi- 
tion to taxes on cigarettes and matches, a licence duty on tobacco 
had been suggested. Tobacco could have been taxed by this 
system without much difficulty. A Government monopoly, and 
acreage fee, or a regular excise system might have been considered, 
but on the whole they are less satisfactory than a system of licences. 
A Government monopoly would be too vast an undertaking. An 
acreage fee is not possible owing to scattered cultivation and to 
the great variations in yield per acre. An acreage fee on different 
rates would involve considerable expenditure and would give an 
opportunity for oppression by the revenue officials concerned. An 
excise system would be suitable for manufactured tobacco in an 
organised industry like cigarettes, as proposed by the Financial 
Assessor. In India the production of tobacco is very unorganised, 
and on its way to the consumer country it does not pass through 
any agency where an excise duty could be without difficulty levied. 
Licences would be a productive tax. The average yield per head 
of this tax in French India is 3 annas, in Nawanagar 6 annas and 
in Travancore 8-1 annas. 

Sir Walter Layton refers to the glaring anomaly in the Indian 
fiscal system of the absence of death duties. ‘‘ On the political 
and legal difficulties in the way of the imposition of this tax, 
which arise mainly from the complexities of the Hindu law of 
inheritance, I am not competent to express any opinion. I am 
assured, however, that it would be unsafe to rely on these duties 
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as an important source of revenue during the next decade, especially 
if, as is suggested above, the exemption of agricultural incomes 
from income tax is removed. In most federations death duties 
are wholly assigned to the constituent states or provinces, but 
general legislation for the regulation of the tax has been found 
necessary in some countries in order to avoid double taxation. 
The tax, moreover, is clearly connected in its nature and adminis- 
tration with the income tax, which is collected and administered 
by a central authority in India. The Taxation Committee has 
also recommended that the legislation dealing with the tax should 
be undertaken by the Central Legislature. The tax if levied in 
India would, therefore, probably have to be administered by a 
central authority and distributed among the provinces.” ! It is 
to be regretted that this has not formed part of his Scheme, 
because these are not insurmountable. In Canada and Australia 
such duties are about 18 and 12 per cent. of provincial tax revenues. 
The tax would be remunerative. The question of polftical diffi- 
culties being great has been perhaps over-estimated. I have 
dealt elsewhere with this tax as it might be applied to the joint 
Hindu family system.? The liability of the estate may be limited 
to the occasion of the death of a coparcener of the oldest generation 
of the joint family. ‘Thus in a family of three brothers and their 
children living in a joint family, succession duty would be payable 
only when each of the three brothers dies, and the duty on each 
occasion would be on the amounts aggregating to the one-third 
of its total value. There is no valid reason why, when the taxation 
of agricultural incomes is introduced, the imposition of death 
duties should not also be introduced. Death duties are com- 
plementary to the taxation of income, and in view of the large 
expenditure on nation-building services the time has come when 
this question should be most seriously considered. 

A terminal tax is suggested as a consumption tax leviable at 
every railway station. This is bound to meet with great opposi- 
tion from the trading communities and those municipalities 
which already have terminal taxes for local purposes. The 
strong point of such a tax, like the recently discovered tax on 
sales levied in very many countries except Great Britain and the 
United States of America, is its productivity, and it is estimated 
that it will bring into the coffers of the local governments no less 
than 8 crores of rupees. The productivity of the tax may make 

1 Report of the Indian Statutory Commission, Vol. II. (Cmd. 3568), p. 241. 


* For a full treatment of the subject of death duties in India see my Science 
of Public Finance, Macmillan & Co., pp. 306-14. 
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it necessary to sacrifice questions of inconvenience and of the 
existence of an additional imposition to that in vogue in 
municipalities. 

Next as to the estimates, the Report estimates the future 
requirements of the provinces as “‘ from Rs. 40-50 crores within 
the next ten years.” + The estimated yield, however, comes 
to only about Rs. 40 crores, as we have already seen. The 
estimates are admittedly optimistic, as they assume that things 
will go on well, economically and politically, and there will be 
no wars, serious frontier troubles, internal disturbances, or 
political unrest. They assume an increase of taxation both 
direct and indirect, but many provinces “‘ may hesitate to impose 
at all events these taxes, the rates of which are entirely within 
their individual control.” 2 Customs revenue is also liable to 
be affected by a bad monsoon, which would reduce “‘ the general 
purchasing power of the country, and therefore the receipts from 
customs.” 3 There are not a few who, like Sir Basil Blackett, 
late Finance Member to the Government of India, feel that the 
fall in expenditure and the growth in revenue of the Central 
Government will fall short of what is assumed. It is not possible 
here to examine in detail the estimates given in the Report. It 


is, however, essential to enter a caveat that the proposed taxation ~ 


must be undertaken with the least possible delay and in keeping 
with the time-table which has been given in the Report.* 

The federal idea underlying the institution of a Provincial 
Fund is, except in one respect, sound in every way. The voting 
of taxation will, as we have seen, rest with the provinces themselves 
through the Inter-Provincial Council and the National Assembly 
sitting in a special session. If the Finance Ministers of more than 
three provinces desire a change in taxation connected with this 
Fund, it will be the duty of the Finance Member of the Govern- 
ment of India to move in the Federal Assembly that the change 
be made. This would be left to the free vote of the Assembly 
and the Viceroy would not have the right to certify taxes for the 
Fund. The Finance Ministers of the provinces or a few deputed 
by the Inter-Provincial Council would be permitted to attend the 
session and take part in the debate, but not being members they 
would not vote. A change in the Provincial Fund would rest with 
the Federal Assembly alone, and changes would not be permitted 
in the basis of the distribution unless there is a two-thirds majority 
of the Assembly and also of the representatives, say two-thirds of 
the provinces. There will be constitutional safeguards to prevent 
the proceeds of the taxes being diverted to other purposes. 

1 Op. cit., p. 236. * Op.cit.,p.261. *% Op.cit.,p.221. * Op. cit., p. 257. 
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Further consideration is necessary of the proposal to dis- 
tribute the national excises in the Provincial Fund on a per 
capita basis. The Commission and the Assessor perhaps attach 
too much importance to this form of distribution. Sir Walter 
Layton admits “‘ there is no doubt that the yield would be some- 
what heavier from the more prosperous provinces than they 
would receive back on the basis of their population. The plan 
would, therefore, to that extent benefit the poorer regions.” ? 
In the distribution of resources per capita, grants by themselves 
have proved unsatisfactory in all federations because they do 
not take into consideration wealth, relative taxable capacity and 
needs. To take one example, we may refer to page 233 of the 
Report, where the expenditure province by province is given 
under education, sanitation, land revenue and general administra- 
tion, law and order, civil works and miscellaneous heads, together 
with the density of population per square mile. According to 
budget estimates, 1929-30 total expenditure per head of popula- 
tion is Rs. 8:3 in Bombay, Rs. 5-5 in the Punjab, Rs. 4:2 in 
Madras, Rs. 3-9 in Assam, Rs. 3°8 in the Central Provinces, 
Rs. 2:7 in the United Provinces, Rs. 2:6 in Bengal, and only 
Rs. 1-8 in Bihar and Orissa. The cost of education per head is 
as high as Rs. 1-06 in Bombay as compared with only Rs. -26 
in Bihar and Orissa. The cost of sanitation per head in Bombay 
is Rs. -47 as compared with Rs. -15 in Bihar and Orissa. Land 
revenue and general administration charges are Rs. 1-5 in Bombay 
as compared with -3 in Bihar and Orissa. The cost of police is 
Rs. 1°4 as compared with Rs. °4 in the latter provinces, owing 
largely to higher salaries and wages that must necessarily be paid 
in Bombay. We find that some provinces, such as Bombay, 
supply more amenities of civilisation to their population than 
do most other provinces. Education, for example, is far more 
expensive per head in some provinces, such as Bombay, than in 
others. Moreover, where the province is large and the population 
scattered the costs of government tend to rise. Under a per 
capita scheme of distribution the provinces would be unfairly 
treated. In the United States of America the subsidies per head 
vary in different States. In New England the subsidy per head 
is half the average for the whole country, while the Western 
States get 85 per cent. more than this average. In Canada, 
Prince Edward Island gets nearly five times the per capita grant 
of Ontario, and Quebec three times the grant of British Columbia. 
Sir Wilfrid Laurier, in addressing the Canadian House of Commons 
in 1907, stated that ‘The experience of forty years has brought 
1 Indian Statutory Commission Report, Vol. II. p. 259. 
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this fact again and again to the attention of Parliament and the 
people of Canada. Not once, not twice nor thrice, but periodically 
and systematically, Parliament has been asked, at almost regular 
intervals, to vote in favour of now one province and now another 
province appropriations far in excess of anything that had been 
stipulated by the British North America Act. . . . All these have 
been made by Parliament without any plan, without any guiding 
principle, but simply as the expediency of the moment suggested, 
or rather as the financial difficulties of one province or the other 
were more or less urgent.” 1 The Report cites Canada and 
Australia as precedents, but in these countries per capita grants 
have proved to be unworkable. Thus even the grants fixed in 
1867 by the British North America Act were not entirely on a 
population basis. Special grants were given to certain provinces 
as well as a grant fixed per head of population. But the grants 
were not to vary with the growth of population except in the case 
of New Brunswick and Nova Scotia, where the grants were to 
increase until the population reached 400,000. This continued 
up to the Amending Act, 1907, when a sliding scale was intro- 
duced, so that the lower the population the larger the grant per 
head.? There are, in addition, lump sum special grants given for 
services affecting the welfare of the country as a whole, e.g. 
education and highways. These are continued up to the present 
day. In Australia up to 1910, 75 per cent. of the customs collected 
by the Commonwealth Government in each State was returned 
to the States? In 1910 a per capita was introduced, but even 
in that year special grants were assigned to Western Australia, 
and in 1912 (two years after the adoption of the new basis) 
Parliament decided to grant special financial assistance to 
Tasmania. In short, the system of per capita payment uniform 
to all States was never applied. The Commonwealth Premier, 
the Rt. Hon. 8. M. Bruce, said at a Conference of Commonwealth 
and State Ministers in 1927 regarding the adjustment of Common- 
wealth and State financial relations: ‘“‘I suggest some doubts 
as to the equity of the per capita agreements in regard to the 
States themselves. The per capita system would mean ever- 
increasing payments to the States whose population was growing 
fast, possibly because of the development of secondary industries, 
but the payment to other States having great developmental 

1 Report of the Royal Commission on Maritime Claims, 1926 (Ottawa), p. 12. 

2 Section 118-19 of the Act for the Union of Canada, Nova Scotia and New 
Brunswick (30 Victoria, Cap. 3). 

3 An Act to constitute the Commonwealth of Australia (1900), sections 


86~—87 (63 and 64 Victoria, Cap. 12). 
* Australian Commonwealth Parliamentary Report, 28 A, F 7376, 1926, p. 1. 
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problems to solve and vast territories to administer would not 
increase to the same extent, because in these States the growth 
of population would be slower.1 In that year the per capita 
payments were discontinued, and in return the Commonwealth 
Government undertook to take over all State debts as existing 
on June 30, 1927, for a period of fifty-eight years, and it provided 
for both interest and sinking funds. For future debts a con- 
tribution towards sinking funds was to be made. This was ratified 
by a Commonwealth referendum in 1930. In the Union of South 
Africa under the Provincial Subsidies and Taxation Powers 
Amendment Act (1925), provision is made for the payment of 
subsidies not on a per capita basis but in respect of the average 
school attendance during the previous year. But here, in fixing 
the rate, differences in the cost of living between the coastal and 
inland provinces have been considered. Special subsidies are 
paid to Natal and the Orange Free State. In Switzerland the 
contributions of the Cantons to the Central Government are not 
on a per capita basis, but are fixed with due regard to the wealth 
and taxation resources of the various Cantons. It is unfortunate 
that the Financial Assessor did not take into consideration relative 
taxable capacity, which can be measured and which was referred 
to in the Meston Committee’s Report. In my Memorandum 
prepared for the Commission, index-numbers of relative taxable 
capacity based on population, production, the consumption of 
necessaries, number of letters and post cards delivered, revenue 
and expenditure, agricultural and non-agricultural income, 
economic strength (aggregate income multiplied by average 
income per head), tax collections, including personal incomes 
assessed to income tax and super-tax, were included, and the 
following results were obtained for the year 1921-22 :? 








Average of Average of Index of 

Province. Accurate less Accurate | Relative Tax- 

Data. Data. able Capacity. 
1. Bombay - r é 100 100 100 
2. Madras . ‘ , ‘ ue 63 73 
3. Bengal . : : ; 82 96 87 
4. United Provinces. ? 68 57 60 
5. Punjab . : ; : 47 52 48 
6. Burma . : : , 59 41 54 
7. Bihar and Orissa. , 41 49 43 
8. Central Provinces . , 41 35 39 
9. Assam . : ; ; 16 15 16 














1 Commonwealth Parliamentary Papers, F 8768, 1927, p. 10. 
2 Memorandum and Statistical Tables on the need for readjusting Central 
and Provincial Finance in India. 
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A province with a high taxable capacity like Bombay, which 
has a population of only 19 millions, would receive from the 
Provincial Fund, on a population basis, far less than Bengal, 
Madras and Bihar and Orissa, where the population is 47, 42 and 
34 millions respectively, although it would contribute to the 
Central Provincial Fund owing to the higher standard of living 
of its inhabitants, perhaps a larger sum per head from national 
excises. Moreover, its administrative costs, as already noted, 
are comparatively high. Except in regard to income tax, Bombay 
is at a disadvantage as compared with the thickly populated and 
agricultural provinces. Bengal will gain owing to its large 
population, not merely from the Central Fund, but in regard to 
the taxation of agricultural incomes, terminal taxes and income 
tax. The Memorandum of the British Treasury has well summed 
up the position when it saw that if two countries are closely similar 
in their standard of wealth and economic conditions, “ apportion- 
ment in the ratio of population is good enough.” 1! Where, 
however, there are differences in relative wealth this would not 
hold good. 

The inequalities proposed for the distribution of the Pro- 
vincial Fund will, under Sir Walter Layton’s Scheme, perpetuate 
the inequalities of the Financial Relations Committee (the Meston 
Committee), although not to so serious a degree on account of 
the division with the provinces of income tax on personal incomes. 
The per capita basis of distribution, with the taxation of income 
from agriculture, would again make the agricultural provinces 
such as Madras, the United Provinces and the Punjab, which 
gained in 1921, still further gainers. If, however, death duties 
and tobacco excises were levied, the more prosperous provinces 
would have less reason to complain. We have already touched 
on this. 

To sum up, the main value of the Scheme of the Indian 
Statutory Commission, or rather of its Financial Assessor, is in 
its economic and constitutional aspects in regard to the provinces. 
Self-government in the provinces will be a delusion unless adequate 
revenues, especially for vital services such as education, are forth- 
coming. It is within the provinces that future economic progress 
must lie. If India is to make any real progress from a very highly 
centralised but efficient bureaucratic form of government to a 
federation of self-governing units or provinces, a Scheme on the 


1 Cf. Report of the Committee of the Privy Council on the question of contributions 
to Imperial Funds from the Islands of Jersey, Guernsey and Man, Cmd. 2586, 
1926, p. 37. 
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lines suggested will be necessary. Many of the criticisms referred 
to above will be discussed at the Round Table Conference in 
London in November, and they certainly require discussion before 
the Amended Government of India Act comes before the British 
Parliament. The Report of Sir Walter Layton is one of the 
most helpful and wisest yet published regarding that most urgent 
question, the basis of all reform, the problem of financial relations 
between the Central Government and the provinces. It recalls 
to mind the saying of Kautilya, the earliest of Indian economists, 
“The beginning of every undertaking is finance.” 
G. Fryptay SHiRRAS 
Gujarat College, 
Unwersity of Bombay. 





OFFICIAL PAPERS 


~ 


Report of Delegation on the Industrial Conditions in the Iron and 
Steel Industries in France, Belgium, Luxemburg, Germany and 
Czechoslovakia. (Economic Advisory Council. Cmd. 3601. 
9d.) 

Report of Committee on the Cotton Industry. (Economic Advisory 
Council. Cmd. 3615. 6d.) 


THESE Reports furnish interesting information on the 
argument for industrial rationalisation. The former gives brief 
summaries of post-war reorganisation, together with a review of 
labour conditions and methods of payment. The industry in 
France, Belgium and Luxembourg has far less organisation on the 
labour side than it has in Germany; in Germany the conditions 
are to a considerable extent the same as in Britain. In Germany, 
despite the rationalisation movement, the industry is suffering 
from unemployment, and the serious competition of France, 
Belgium and Luxemburg is emphasised. As the result of a visit 
to several representative British works, the Delegation concluded 
that “as regards efficiency and management, and the modernity 
of equipment of certain units of plant, the British works were 
equal to, and in some cases superior to, the iron and steel plants 
which had been seen on the Continent.” 

The latter Report finds that far-reaching improvements must 
be introduced, if the Lancashire industry is to arrest the decline 
in its trade, or recover its position. Cost of production is 
relatively high. There are required technical improvements, 
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involving considerable re-equipment, larger units in each section of 
the industry, and co-operative effort in production and marketing, 

If this is not undertaken voluntarily, “it would be the duty 
of the Government to consider inviting Parliament to confer upon 
them any necessary powers.” This appears to suggest a com- 
pulsory Cartel of amalgamated units, as in the case of the coal 
industry. It is of interest, in view of the findings of the Iron and 
Steel Delegation, that the Cotton Trade Committee concludes by 
suggesting that a mission should go abroad to study foreign 
conditions in the industry. The Association of Cotton Mill 
Directors and the Master Cotton Spinners’ Federation have 
adversely criticised the Cotton Report, the former on the ground 
that “‘none of the members of the enquiry Committee was in 
close contact with the trade, or had the necessary practical 
experience to deal with the technical questions raised”; but the 
Directors are reported as supporting the view that amalgamations 
in the Spinning section can be made a success, subject to pro- 
tection of vested interest in view of the position ahead, 7.e. to a 
proper capitalisation of future Cartel advantage. One combine 
might then be made of the lot (Times, Aug. 6th). 

These Reports should be read together, and touch on several 
points of the discussion reported in this issue of the Economic 
JOURNAL. 

D. H. Macerecor 





OBITUARY 
ARTHUR TWINING HADLEY 


THE announcement of the sudden death from pneumonia of 
Arthur Twining Hadley, President Emeritus of Yale University, 
on board the 8.8. Empress of Australia in Kobe Harbour, Japan, on 
March 6, came as a great shock to his family and his many friends. 
He had left New Haven last December, apparently in excellent 
health, filled with lively anticipations of the pleasures of fulfilment 
of his lifelong desire to go round the world, to see the Great Wall 
of China and the Southern Cross. A slight cold contracted in 
Peking developed into pneumonia, and within two days he died. 

So ended the earthly life, but not the living influence, of this 
vividly alive man. He was one of the few who truly possess the 
merits expressed and implied in that hackneyed phrase “ an all- 
round man.” He was an eminent scholar, a man of practical 
affairs, an inspiring teacher, a brilliant conversationalist, an 
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original thinker, a vigorous writer, a public-spirited citizen, a 
tactful administrator, a vivid public lecturer, a successful magazine 
editor, an honoured public official, a home-loving husband and 
father, and, withal, a beloved friend and kindly neighbour. He 
had a tolerance for antagonistic opinions and a magnanimity 
towards the intolerance and lack of magnanimity in others—a 
quality which is all too rare in men of genius. During our long 
and intimate friendship we generally agreed both on economic 
theory and on public policies, but we sometimes disagreed very 
emphatically; yet the cordiality of our relations was never 
strained. He was free of malice or vindictiveness even towards 
opponents who were intolerant, and even malicious towards him 
in speech and conduct. He had that rare ability to be imperson- 
ally just to the personally unjust. 

His keen intellect exalted intelligence and was impatient of 
stupidity in others, but with all his intellectual accomplishments 
he was not the traditional hollow-chested, pale-cheeked, near- 
sighted scholastic weakling. On the contrary, he was a good 
sound athlete, with a healthy love of all sports, and possessed, 
in particular, of a worthy mastery of tennis. 

In the mythology of Yale, President Hadley’s memory is 
affectionately embalmed in innumerable whimsical legends 
which, by their very exaggeration, give a truer picture of his 
unique personality and the prodigious breadth and versatility of 
his mind than could ever be portrayed in the most exact and 
voluminous biography. His extraordinary classical equipment 
is accounted for in this mythology by the legend that he was 
born speaking Greek. This infant prodigy, so the legend goes, 
wept reproachful tears whenever his father, a renowned Greek 
pedagogue, made a slip in syntax. The fund of his knowledge 
was enormous, but its breadth and depth and length have been 
greatly enhanced by the beautifully improbable myths, created 
by the affection in which he was held by his students and 
associates. Weird, unbelievable tales of his deeds are solemnly 
recounted and earnestly believed with a fervour which is dan- 
gerous to any doubting Thomas not steeped in the true-blue Yale 
tradition. It is one of the accepted Yale beliefs which may not 
be questioned with impunity that President Hadley could hold 
his own on any specialty with any specialist, and often would 
confound the specialists by telling them something they did not 
know about their own subjects. Such delightful tales often 
cluster about unique and forceful personalities, and they are 


usually symbolical of truth. 
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President Hadley was born in New Haven, April 23, 1856, 
Both heredity and environment marked him for high achieve- 
ment. His father, James Hadley, a noted educator, was Professor 
of Greek in Yale from 1851 to 1872, and his mother, Anne Twining 
Hadley, a brilliant woman, won distinction in mathematics. The 
son was reared in the atmosphere of the traditional classicism 
which dominated education in New England before the advent 
of the twentieth century. He prepared for college in the Hopkins 
Grammar School, and entered Yale in 1872. Throughout his 
preparatory school and college years he was chiefly interested in 
the general cultural subjects and won many prizes in Greek and 
Latin poetry, English composition, mathematics, and astronomy. 
The exceptional quality of his mind is evidenced by the wide 
range of subjects in which he excelled up to his graduation at the 
head of his class in 1876. 

College men in America make much of that vague, indefinite 
thing called “ college spirit,” and to the young Hadley the “ Yale 
spirit’ was a very real thing and became an integral part of his 
emotional being. He had a profound sense of the poetry and 
beauty embodied in the best Yale traditions and associations, 
and he was equipped both mentally and emotionally to express 
the ‘‘ Yale spirit’? to Yale men as few have been. His very 
idiosyncrasies, his peculiar and unforgettable gestures, the intona- 
tions of his voice came to be endeared to Yale men and have 
become a part of the traditions which symbolise the college 
to its alumni. 

He had manifested his versatility and the breadth of his out- 
look in college. After graduation he pushed his intellectual 
adventures into fresh and, to him, unfamiliar realms. He turned 
from the classical studies which had absorbed his energies as an 
undergraduate, and chose history and political science for his 
graduate work. He took up these subjects with enthusiasm at 
Yale in 1876-77, and continued these studies at the University of 
Berlin during the following two years. There he studied under 
Professor Adolph Wagner, who stimulated but never dominated 
his economic thinking. His ability to receive stimulation and 
inspiration from the ideas of others while retaining his own views 
testifies to his hardy individualism and power of independent 
thought which were part of his stout New England heritage and 
rigorous training. 

The remarkable breadth of his knowledge is shown by the 
subjects he taught. From 1879 to 1883 he was tutor at Yale 
in successive years in Greek, Logic, German and Roman Law. 
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During these years he maintained his interest in political economy, 
and in 1883 he was appointed instructor in political science. 
From that time until he was drafted in 1899 by the Yale Corpora- 
tion to serve as President of Yale University, he narrowed the 
field of his activity to his chosen specialty, political economy, with 
the emphasis about equally divided between, the political side on 
the one hand and the economy side on the other. 

While carrying on his teaching work he prepared and published 
his Railroad Transportation, which was the first general and 
comprehensive treatise on railroad history and theory published 
in America. This book shows a wide knowledge of the history of 
railroad development in Europe and the United States and a 
keen understanding of the problems and theories of railroad rate- 
making and control derived from the fervid experiences with this 
new and revolutionary method of locomotion in the United States 
and other countries. Although this book first appeared in 1885, 
it is still cited in every good bibliography on railroad economics. 
It had a powerful influence upon the thinking of students of 
railroad problems, not so much because Professor Hadley 
expressed new, original and revolutionary views, as because he 
expressed the views that had been evolved from the practical 
operation of the railroads more clearly and forcefully than they 
had theretofore been given. 

In America, the land of specialisation, it is rare that a person 
reared in the atmosphere of cloistered classicism should deliber- 
ately invade the field of economics, and particularly the special 
subdivisions of railroad transportation and labour, where classic 
calm is conspicuous by its absence and clamorous controversy 
rules the day. In England, where the classics are still venerated 
as the foundation of education, it is, I understand, not so unusual 
to meet a Greek scholar in high public office, a mathematical direc- 
tor of a great business, a linguistic statistician, a logical editor of 
a magazine. Whatever advantages early specialisation may 
have, President Hadley seems to have suffered no handicap by 
deferring his special training in economics to his graduate years, 
and he, the classical scholar, was not at all out of his element when 
he took up the duties of Labour Commissioner of the State of 
Connecticut, which position he filled from 1885 to 1887, while 
continuing to lecture on economics in Yale University. 

He no sooner laid down the burden of his official duties as head 
of the Connecticut Department of Labour than he took on the 
editing of the department of foreign railroads of the Railroad 


Gazette from 1887 to 1889 inclusive. His practical knowledge of 
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railroad affairs and his capacity to reason through difficult prob- 
lems made him a much-sought consultant on questions of railroad 
policy, legislation and administration. While he was President 
of Yale University, President Taft appointed him chairman of 
the Railroad Securities Commission in 1911. The Report of this 
Commission, generally referred to as the ‘‘ Hadley Commission,” 
was written mostly by President Hadley. This Report was 
instrumental in bringing about the enactment of the Railroad 
Valuation Act of 1913, and in determining the provisions of that 
law. President Hadley’s influence is also manifest in the terms 
of the Transportation Act of 1920. Up to his death he was a 
director of the Atchison, Topeka and Sante Fé Railroad and the 
New York, New Haven, and Hartford Railroad. He was fre- 
quently called as an expert witness in railroad cases, where his 
broad knowledge of conditions and his mastery of the theories of 
railroad rate-making and administration enabled him to speak 
with the voice of authority. Less than four months before his 
death he appeared before the New York State Commission on the 
Revision of the Public Service Commission Law, and gave his 
views with characteristic vigour on the proper basis for valuation 
of public utilities for purposes of fixing rates. 

As railroad economics was his chosen specialty, it is in this 
field that he made his most outstanding contributions to economic 
literature and theory. He was one of the first economists to 
point out the fallacy in Ricardo’s formula, that, under free com- 
petition, the value of different kinds of goods will tend to be 
proportional to their cost of production. He declared that this 
formula failed to conform to actuality, not because of “‘ economic 
friction,” as F. A. Walker, Adolph Wagner and other economists 
had pointed out, but because it was false in theory. “It is not 
true,’’ he said, ‘‘ that when the price falls below cost of production 
people always find it for their interest to refuse to produce at a 
disadvantage. It very often involves worse loss to stop producing 
than to produce below cost.” 4 

He stated more clearly than any of his predecessors that 
failure does not halt the losing battle, which is transformed from 
a battle for larger profits to one for smaller losses. Bankruptcy 
but makes more reckless the competition to secure more business 
at less than cost. Receivers, acting in the interests of the 
bond-holders, may supersede the directors who, by assumption, 
represent the shareholders; but production and selling at a 
loss will continue so long as anything over and above variable 
1 Railroad Transportation, p. 70. 
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running expenses can be made so that the total loss may be 
reduced. : 

So far as I can learn, Professor Hadley was the first to enun- 
ciate this principle, that it often pays to run at a loss—a principle 
which to-day is widely recognised as fundamental in economic 
theory. I recall distinctly how his vivid exposition of this prin- 
ciple brought understanding like a revelation to me and to other 
students in his class. Professor Hadley certainly deserves full 
credit for recognising clearly the true significance and far-reaching 
importance of this principle and for embodying it in the accepted 
doctrines of economics. While he first recognised this principle 
as applying to the railroads, he saw that it applied to all big 
enterprises. ‘The railroad may serve as a type of modern 
business. Wherever there are large permanent investments of 
capital we see the same causes at work in the same way.” } 

His Economics, published in 1896, was his most ambitious 
writing in economics, and it was his last systematic work on a 
comprehensive scale in his chosen field. His independence and 
his caution are evident in this text-book, in which, as he expressed 
it, he departed from “ the time-honoured divisions of the science 
into the departments of production, distribution, exchange and 
consumption,” but at the same time he adhered to most of the 
general doctrines and principles which had been laid down by the 
classical economists. A biographer with a passion for classi- 
fication might, not unfairly, label President Hadley as a liberal- 
conservative or a conservative-liberal in his economic and political 
thinking and writing. His knowledge of men and of human 
institutions convinced him that permanent progress is_ best 
assured by the slow organic growth of institutions and not by 
sudden and violent changes in the existing order. His guiding 
precept for economic, political and social reform was: The more 
haste the less speed. 

His writings, while not voluminous in quantity, are impressive 
in quality. Under quality I include quality of literary work- 
manship as well as quality of the ideas expressed. The power and 
influence of his utterances were largely due to his genius for 
dressing familiar truths in new and striking verbal garb. His 

annual baccalaureate addresses were widely quoted and had 
great influence in America at least. In them he handled with 
the deft and sure touch of genius questions of major national or 
international importance. 

Economists everywhere, and particularly in America, have 
4 Railroad Transportation, xxx, p. 72. 

















532 THE ECONOMIC JOURNAL [SEPr, 


always felt aggrieved that Professor Hadley, an economist, 
young and so full of promise, was seized upon by the Yale Cor- 
poration and transformed into an administrator. They have 
always felt that someone less well endowed to contribute to the 
form and substance of economic science might have been chosen 
to administer the properties and direct and expand the educa- 
tional policies of Yale University. After his diversion into 
administrative work, President Hadley, with all his energy, 
industry and knowledge, was unable to make any further major 
contributions to the literature of economics. When he laid down 
the presidential wand in 1921 at the age of sixty-five he had no 
intention to retire. He again took up active research and writing 
in economics, and contributed some noteworthy articles and 
addresses, but he had given twenty-two of the best years of his 
creative intellectual life to the administration of the University, 
To have produced a book of the first magnitude after those years 
of generous service, perhaps we should say of sacrifice, to his 
alma mater would have required something more than the 
legendary intellectual omniscience attributed to him in the Yale 
mythology. 

The honours conferred upon President Hadley indicate that 
his abilities and achievements were appreciated and rewarded by 
his contemporaries. He was Roosevelt Professor of American 
History at the University of Berlin during 1907-8, a lecturer at 
Oxford University in 1914, and the first American lecturer on 
the Watson Foundation (established by a gift of Sir W. G. Watson 
to the Anglo-American Society) at London, Birmingham, Man- 
chester University, Cambridge and Oxford in 1922. He gave 
the Dodge lectures at Yale in 1902-3, and he had also delivered 
the Kennedy lectures before the New York School of Philanthropy, 
as well as lectures at Harvard, the Massachusetts Institute of 
Technology, the Carnegie Institute of Pittsburgh and Stanford 
University. In 1924 he made an address before the World 
Power Conference in London. He had been a trustee of the 
Carnegie Foundation and of the Institute for Government Research 
and the Brookings Institution, and he had served as president of 
the American Economic Association, the American Academy of 
Arts and Letters, and the National Institute of Arts and Letters, 
as vice-president of the National Civil Service Reform League, 
and as honorary vice-president of the Royal Institute of Public 
Health. 

Arthur Twining Hadley will be remembered by all who came 
in contact with his exploring mind as an independent personality 
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of high idealism. The ideals of independence and liberalism in 

education, in thinking and in living for which he stood are made 

clearer and more attainable because of his life and labours. 
Irvine FISHER 





CURRENT TOPICS 


To the great regret of the Council, Professor Charles Gide, 
who has acted as Correspondent for France since the foundation 
of the Royal Economic Society, has expressed a wish to retire 
from this position on account of advancing years. Professor 
Charles Rist has been appointed in his place. 








Tue following have been admitted to membership of the 


Royal Economic Society :— 
Archibald, G. Carter, H. C. 


Barrie, Sir Charles C., Cawthorne, T. A. 


Degenfeld - Schon- 
berg, Prof. G. 


K.B.E., D.L. Chisholm, C. Denney, G. H. 
Bassett, R. Choon, T. K. Drake, J. G. O. 
Batra, B. D. Chowla, M. L. Dumphreys, A. 8. L. 
Baxter, C. F. Clark, J. B. Dunne, T. J. 

Beale, J. M. Clifford, E. H. Kagle, E. C. 

Beasley, A. Coates, F. G. Earle, C. P. 

Beck, J. W. Cocking, E. L. Eastman, C. P. 

Beckett, The Hon. Cole, C. T. Easton, Miss J. B. L. 
Rupert E. Cole, G. F. Edwards, A. 

Bell, A. Collard, J. F. Empsall, E. L. 


Blinkhorn, W. A. H. Collin, T. W. 


Etchells, E. S. 


Blunt, A. V. Collinge, V. H. Evans, F. 

Boak, H. E. Cooling, C. Evans, J. V. I. 
Bray, F. 8. Cope, I. J. Ewing, J. 
Briden, L. Corson, R. L. Fielding, F. 
Brown, E. H. P. Costello, E. B. Firmin, P. J. 
Brown, J. Court, W. H. B. Fitzsimmons, R. 
Brown, J. T. Craig, W. Flight, A. T. 
Brown, W. E. Crispin, G. H. Flint, J. A. 
Budd, G. MacD. Crook, R. D. Foose, F. C., Jr. 
Budhdeo, V. Cross, A. V. Fowles, E. H. 
Burnham, R. A. Currie, J. R. Ghose, A. Lal 
Bushell, C. W. Dadd, J. Gibb, W. J. W. 
Callison, I. P. Daniell, P. J. W. Gibson, J. 
Carnwath, A. H. Davis, A. J. E. Gilbert, W. J. 
Carroll, C. F. Dawar, L. R. Gill, L. J. 











Greene, Mrs. A. E. Lokanathan, P. S. 


Guthrie, Miss D. Macaulay, J. H. 
Haggis, H. A. MacCarthy, C. J. 


Holmes, R. L. A. Matheson, W. R. 


Gladden, E. N. Lidiard, G. B. 
Gopal, L. M. Lilley, H. W. 
Green, E. T. Lister, A. C. 
Gupta, S. K. Loufte, H. 
Hall, R. L. Machin, F. 
Harding, C. M. McHugh, J. 
Harris, J. A. Maddock, J. 
Headland, L. T. P. Malin, D. J. 
Heilperin, M.A. Mares, R. H. 
Hopkins, J. M. Mehta, S. B. 
Hopkinson, J. M. Menon, M. R. 


Houston, H. Michael, H. L. V. 
Humphreys, J. F. Millikin, B. W. 
Hunnisett, A. J. Mills, A. B. 


Janzen, C. C. Munns, N. H. D. 
Jefford, P. F. Murdeshwar, D. R. 


Ingram, H. D. Modi, B. M. 
James, P. G. Mostafa, M. H. 
Joelson, M. Norris, A. H. 
Johnston, T., M.P. Odam, H. E. 
Johnstone, W. 

Jones, E. J. C. 

Jones, EK. M. Owen, L. H. 
Jones, E. W. Peake, E. C. 
Jordan, W. E. Pennett, A. W. 
Kar, 8S. K. Phillips, I. W. 


Kayden, Prof. E. M. Pinhorn, Miss E. M. 
Keating, Capt. J. W. Plowden, E. N. 
Kennedy, D., Jr. Pollock, K. 


Khan, M. N. A. Porthouse, W., Jr. 
Kiang, 8. S. Pratt, H. W. 
King-Hall, Comman- Pratt, J. R. 

der S., R.N. Prewett, F. 
Kinsman, J. R. Pringle, E. D. 
Kipps, J. Quddus, K. A. 
Krishnamurti, Prof. Ramage, J. 

C. A. Rao, C. S. R. 
Lacey, H. E. Rao, C. V. H. 


Lewis, C. Reynolds, J. 





O’Donovan, J. 
Osborne, F. W. 
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Richmond, H. G. 
Richter, Dr. B. 
Rigby, Rev. E. 
Roberts, Prof. C. 
Robertson, H. J. 
Robson, L. W. 
Robson, R. S. 
Rogerson, R., Jr. 
Ross, L. 

Rowley, Miss I. 
Roy, B. B. 
Rutherford, L. H. 
Rycroft, A. 

Saha, K. B. 
Sanders, R. Y. 
Satyanarayana, C. 
Satyanarayana, M. 
Saunders, C. T. 
Schierloh, P. E. E. 
Schneider, Dr. E. 
Shepherd, J. 
Shepherd, W. H. 
Sills, W. W. 
Singh, T. M. 
Sive, D. W. 
Skinner, A. P. 
Small, J. McK. 
Smart, A. 

Smets, F. A. 
Smith, C. E. 
Smith, E. 

Smith, K. L. 
Smith, W. H. 
Solomon, S. E. 
Spriggs, G. W. 
Spry, H. E. 
Stephens, J. W. 
Stevenson, J. 
Stewart, J. C. 
Stewart, U. 
Sullivan, P. H. 
Sutherland, J. J. B. 
Swain; R. H. 
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Takagi, Prof. 8. 

Tasker, S. A. 

Thornton, C. 

Todd, Prof. E. 8. 

Tolles, N. A. 

Torres, Prof. Manuel 
de 

Tricker, C. W. 

Trott, C. E. 

Tsui, D. C. P. 

Updike, H. W. 

Van Varenbergh, L. 

Varadarajam, M. 

Veitch, H. C. 
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Veitch, Hon. W. A. 
Walker, J. R. 
Waller, R. L. 
Warden, A. P. 
Watkins, Prof. M. W. 
Weston, T. G. 
Whiting, W. F. 
Whittam, F. 
Whittingham, S. 
Wilenkin, C. 
Wilkinson, R. 
Williams, Evan 
Williams, J. E. 
Williams, N. H. 
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Williams, R. O. 
Williamson, G. E. 
Wilton, E. G. 
Windel, D. 
Winfield, F. 

Wood, A. 

Wood, J. 
Woodruff, P. G. H. 
Wright; H. L. 
Wright, W. W. 
Wyatt-Jones, R. A. 
Wyman, V. A. 
Young, W. H. 
Yule, T. J. 


The following have compounded for life membership of the 


Society :— 
Benham, F. C. C. 


Farnhill, J. A. 


Pennock, M. 





Bretherton, R. F. George, P. Sapra, Prof. B. G. 
Butler-Henderson, Greenhalgh, R. W. Stevenson, Miss E. F. 
The Hon. E. B. Hall, Dr. J. K. Tobata, Prof. S. 
Chopra, S. R. Holstein, Major O. Wilks, N. A. 
Coranda, F. Lea, Tsing-Yao. Woodhouse, W. B. 
Darling, T. MacColl, J. E. Wright, K. M. 


Drysdale, G. R. 


The following Libraries have been admitted to Library 
membership of the Society :— 
Bibliothek des Nationalékonom, Seminars an des Handel- 
shochschule, Warna. 
Boston University Library. 
Colman, J. & J., Ltd. 
Committee on Economic Research, Harvard University. 
Goucher College Library, Baltimore. 
Linen Industry Research Association, Antrim. (Composition.) 
Natal Technical College, Durban. 
National Wu-Han University, China. (Composition.) 
Nicholson Library, Edinburgh University. 
Sowjei-Unions Bibliothek, Moscow. 
Stanford University, California. (Composition.) 
Rowntree & Co., Ltd. Technical Library, York. 
Ernesto Tornquist & Co., Ltd., Buenos Ayres. 
Universitats-u, Stadtbibliothek, Kéln. 
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THE following appointments have been made at the London 
School of Economics as from August 1930 :—Mr. A. Plant to be 
Sir Ernest Cassel Professor of Commerce; Mr. T. H. Marshall to 
be Reader in Sociology; Mr. J. W. F. Rowe to be Reader in 
Economics with special reference to Industrial Organisation; 
Mr. P. B. Whale to be Reader in Economics with special reference 
to Banking and Currency; Mr. F. C. Benham to be Sir Ernest 
Cassel Lecturer in Commerce; Mr. J. R. Hicks to be Lecturer in 
Economics; Mr. G. L. Schwartz to be Sir Ernest Cassel Lecturer 
in Commerce. 

The regular students at the London School in the year 1929-30 
numbered 1,116 as compared with 985 in the previous year; the 
inter-collegiate students 483 compared with 408; and the 
occasional students 1,323 compared with 1,415. Of the regular 
students 712 were working for first degrees of the University, 
185 for higher degrees, and 210 for diploma certificates, etc. The 
number is also made up of 807 men and 309 women; of 660 day 
students and 456 evening students; of 874 students from the 
British Isles and 242 from overseas. 

A Department of Business Administration, Research and 
Training is being set up, a Committee representative of important 
business firms having collected guarantees amounting to nearly 
£5,000 a year for five years. The Department is to research into 
problems of business administration and to give specialised train- 
ing to a limited number of students sent by the firms concerned. 
Mr. Jules Mencken has been appointed to the staff of the Depart- 
ment. The Director of the School, in his Report, compares the 
new Department to the Harvard School of Business, which was 
started, however, with an endowment of $5,000,000. 


THE subject for the Alvan T. Simonds Economic Contest for 
1930 is “‘ Government Interference with the Free Play of Economic 
Forces.”” The competition is open to candidates from all 
quarters, for a first prize of 1,000 dollars and a second prize of 
500 dollars. Further particulars can be obtained from the 
Economic Contest Editor, Simonds Saw & Steel Company, 470 
Main Street, Fitchburg, Mass. Essays should reach him on or 
before December 31, 1930. 
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RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 


Part II. 1930. Japanese Competition in the Cotton Trade. B. and H. 
Exuincer. The Vaccination Problem. M. GREENWOOD. Whole- 
sale Prices of Commodities in 1929. 

Part III. 1930. The Iron and Steel Industry since the War. M.S. 
Birkett. International Comparisons of Real Wages. J. H. 
RICHARDSON. 


Economica. 


JuNE, 1930. Elasticity of Demand for Income in Terms of Work. L. 
Rossins. The International Bank and the Creation of Credit. 
P. B. WHALE. Economic Welfare. F.C. Bennam. 


~ 


The Sociological Journal. 
Apri, 19380. A New Analysis of Unemployment. EK. S. GRIFFITH. 


The Economic Record. 


May, 1930. The Boundaries of Arable Cultivation in Victoria. S. 
WapHam. The Development of Group Settlement in Western 
Australia. G. Taytor. Recent Developments in Australian 
Banking. D. B. Coptanp. The Building Industry in Victoria. 
W. I. Potrrer. Comparative Costs of Living. C. H. WIcKENs. 
Economic Cycles in Australia and New Zealand. R.Witson. The 
Theory of International Trade. E. R. Watker. Reports of the 
Tariff Board. L. ¥. Gru. 


Indian Journal of Economics. 


Aprit, 1930. John Stuart Mill. J. Bonar. Economic Relations of 
Landlord and Tenant in the U.P. C.M. Das. Immediate Effects 
of the Permanent Settlement in Bengal. J.C. GuosH. Organised 
Banking among the Masses. J.S. PONNIAH. 


International Labour Review. 


May, 1930. Industrial Relations in the London Traffic Combine: II. 
G. A. Jounston and T.G. Spates. Performers’ Rights with regard 
to Broadcasting and Mechanical Reproduction. A. KontEerR. The 
Campaign against Unemployment in Italy. A. OBLATH. 

JUNE, 1930. JIndustrialisation and the Countries of the Pacific. G. A. 
Jounston. Industrial Relations in the French State Mines of the 
Saar Basin. P. Wartproreck. The National Organisation of 
Physical Training and its Scientific Results. R. LEDENT. 

JuLy, 1930. The Act on the National Council of Corporations in Italy. 
U. Amzaup. Industrial Relations in the Saar Basin, II. P. 
WaELBRoEcK. The Provision of Work for the Unemployed in the 
U.S.S.R. 
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Quarterly Journal of Economics. 


May, 1930. Equilibrium Economics and Business-cycle Theory. §. 
Kuznets. Joint Costs in the Chemical Industry. T. J. Krups, 
The Inter-State Commerce Commission and the Railroad Terminal 
Problem. M.L. Farr. The Split Inventory: a War Expedient, a 
Solution in Peace. E. M. Bernsters. The Franc in War and 
Reconstruction. H. E. Mire. 


The Journal of Political Economy. 


ApriL, 1930. Monetary Business Cycle Theory in Germany. 8S. Kuz- 
NETS. Money in Circulation in the United States. Y.S. Lona. 
Price Competition in the Printing Industry of Chicago. E. C. 
Brown. “ Recent Economic Changes in the United States.” C.0O. 
Harpy. 

June, 1930. English Theories of Foreign Trade before Adam Smith. 
J. VinER. French Syndicalism of the Present. M. R. Cuarx. 
Moore's ‘‘ Synthetic Economics.” P. G. WRicHT. 


American Economic Review. 


JUNE, 1930. Gold Inflation in U.S., 1921-29. C.R.Novxs. Repara- 
tion Payments in Perspective. A.Comstock. Tariff and Organised 
Labour. L. W. Cooper. Public Expenditure in Tax Incidence 
Theory. M.S. Kenprick. Value Changes. C. R. WHITTLESEY. 


Journal of Economic and Business History (Harvard). 


May, 1930. Stages in Economic History. N.S. B. Gras. The Early 
Days of the South Sea Company. E. Donnan. A Fourteenth- 
century Merchant of Italy. R. Brun. The English Framework- 
knitting Industry. E.G.Netson. The Sandalwood Trade. K.W. 
Porter. Financial Problems of the Early Pittsburgh Iron Manu- 
facturers. L. C. Hunter. 


Review of Economic Statistics (Harvard). 


May, 1930. Income Forecasting by the Use of Statistics of Income Data 
(cont.). J. F. Epersorg, 8. 8. Burr, G. M. Peterson. Occupa- 
tional Changes in the U.S., 1850-1920. A. S. Ecxter. A 
Statistical Study of Bank Clearings, 1875-1914. E. Frickny. 


Annals of the American Academy of Political and Social Science. 


May, 1930. The Second Industrial Revolution and its Significance. 
Part I. The New Economic Order. Part II. Recent Economic 
Changes and their Meaning. Part III. The Changing International 
Economic Order. Part IV. The Individual in the Second Industrial 
Revolution. Part V. The Control of our Economic Development. 
Part VI. Guiding the Developments of the Future. The contributors 
are representative of economic, technical, and industrial interests. 


Journal des Economistes. 
Aprit, 1930. Le commerce extérieur des principaux pays en 1929. 
R. J. Prerre. Les chemins de fer britanniques et Vautomobilisme. 


G. DE Novvion. 
May, 1930. La Finlande économique. M.Carson. La rationalisation 


des industries en Italie, 
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Jung, 1930. La stabilisation de la piastre indochinoise et la baisse du 
métal-argent. E.Payen. L’Evolution des sources des bénéfices des 
banques de 1925 41930. D. Causour. L’Allemagne économique. 
R. J. PIERRE. 


Revue d’Economie Politique. 


Marcu—Apriz, 1930. L’histoire du change en France de 1915 a 1926 et 
la théorie psychologique du change. A. Arration. Le probléme du 
charbon &@ Genéve. P. Parent. Les rapporis de la banque et de 
Vindustrie. L. Baupin. L’euvre scientifique de J. M. Clark. E. 
Temnac. L’évolution de la notion de défense des intéréts professionels 
dans les syndicats agricoles. F. PIrRROUX. 


La Musée Social. 
May, 1930. La Crise de la natalité en Allemagne. T. G. BLONDEL. 


Révue de VInstitut de Sociologie. 


JANUARY, 1930. La doctrine socialiste. E. VANDERVELDE. Com- 
merce et population. G. DE LEENER. 


Scientia. 


Aprit, 1930. Problems of Population. J. A. Linpsay. ~ 
May, 1930. Recent American Sociology. C. A. ELLWoop. 


Zeitschrift fiir Nationalékonomie. 


Aprit, 1930. Band 1, 5 Heft. Die synthetische dkonomie von H. L. 
Moore. U. Ricct. With special reference to the treatment of 
stable and unstable equilibrium. Détermination et interprétation des 
courbes d’offre. J. TINBERGEN. Construction of the supply curve 
is attempted on the basis of statistical research; in its inter- 
pretation it is argued that Cournot’s formula of limited competition 
provides the best explanation of the data. Tarif dowanier ou 
monopole pour les cultivateurs de grain en Autriche. H. Gross. 
The relative effects of a tariff or a trading monopoly statistically 
determined. Tariff douanier ow monopole? V. FISCHMEISTER. 
A further discussion of the same problem. Sur la notion de 
capital. EK. Fossatt. 


Vierteljahrschrift fiir Sozial- und Wirtschaftsgeschichte. 


23 Band, 1 Heft. Private Financial Instruments in Medieval England. 
M. M. Postan. 


Revista Nacional de Economia. 


May-JuNE, 1930. Las acciones de voto privilegiado. J. S. Omar. 
Los mercados de valores en Espaiia. J.S.¥ Zapatza. La poblacion 
en Espana. J. R. ALMANSA. 


Schmollers Jahrbuch. 


Frsruary, 1930. Wirtschaftstheorie und Finanzrecht. Wirtschaftler 
oder Jurist? F. Hetrensretn. Hin System der Soziologie als 
Universalitat der Sozialwissenschaften. Zu Franz Oppenheimers 
Versuch. W. Bieveets. Zum Zusammenhang von Arbeitsweife 
und Ermiidung. W. ZIMMERMAN. This article is devoted to a 
consideration of ‘‘ Kérper und Arbeit ” (Atzler), which the writer 
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considers to be an important work. Atzler has divided the 
whole vocabulary of processes of working into the thirty or forty 
letters of a work alphabet. This enables accurate measurement 
of work done and energy required for it. From this we can 
deduce a system of rules for physiological rationalisation of work. 
Zimmerman criticises certain parts of theoretical assumptions. 
Wirtschaftlicher Nationalismus und Internationalismus. S. Varaa. 
The writer reproaches economics with not having found a solution 
of the free trade and protection problem. He argues that so 
long as the thesis that human economy is the special domain 
of human selfishness prevails—and it is predominant to-day— 
protection must be the accepted policy. Der Dreibund als Same zu 
einer neuen Staatenbildung. H. GRANFELT. 


Jahrbiicher fiir Nationalokonomie und Statistik. 


Aprit, 1930. Ockonomische Produktivitdt. P. Eprstrer. After 


examining various conceptions of Productivity entertained by 
economic writers since the Mercantilists, Eppstein describes it as 
a rational utilisation of the resources in men and goods of a 
community, proper provision being made for the continuity of 
the process. Is there any test for Productivity which relates 
it to other known economic measures? He puts forward as 
test, ‘‘ an aggregate of individual rentabilities,’’ and ‘‘ communal 
welfare.” The first is rejected because the mistakes of individual 
entrepreneurs cause Rentability to diverge sharply from Pro- 
ductivity, and the second because communal welfare, if reckoned 
in terms of the marginal consumer, would, in these times of great 
unemployment, increase with every increase in unemployment 
benefit; and this is surely not an increase in Productivity. Real 
Productivity emerges as “ conjunctural prosperity,” that is, all 
the economic characteristics of a rising conjuncture. Or, it may 
be recognised as an optimum arrangement of its elements, 1.e. 
capacity to produce, intensity of work, and sufficiency of saving. 
In neither case can Productivity be permanently guaranteed 
without some outside control, to make the rising conjuncture, or 
the optimum organisation respectively, permanent. Volkswirt- 
schaftliche Gedankenstrémungen im Pazifik. T. SurANy1-UNGER. 
Der Einfluss von Preisbewegungen auf den Arbeiismarkt. H. 
Fesumncer. Die Arbeitsmarktgestaltung unter dem Einfluss der 
wirtschaftsraiimlichen Dezentralisation. E. WiILLEKE. Die 
Unehelichen in Oesterreich. W.HxEcKE. Statistische Uebersichten 
tiber die Wirtschaftslage einzelner Lander. 


May, 1930. LErkenntnistheorie und Wirtschaftstheorie. K. ENGLIs. 


Teleologie und Kausalitét in der Wirtschaftstheorie. W. WEDDI- 
GEN. Kredit und Kreditorganisation. R. StTURoK. 


JUNE, 1930. Die Bedentung der Strukturwandlungen fiir die Methode 


der Konjunkturforschung. A. Sommer. Der Begriff der Mathe- 
matischen Erwartung in Statistik und Konjunkturforschung.  P. 
LORENZ. 


Archiv fur Sozialwissenschaft und Sozialpolitik. 


OcToBER, 1929. Unverdffentliche Vortrdge von J. 8. Mill (by courtesy 





of Prof. H. J. Laski, London). Die Kredittheorie der Cambridger 
Schule. G. Haperter. A long review of Mr. Robertson’s 
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Banking Policy and the Price Level. Significant criticisms are 
its overstrain of the “ static equilibrium method,”’ which is applied 
unsuitably to problems of a dynamic nature, and its neglect of 
the influence of inflation on interest rates. The latter problem 
has been investigated by many German writers, but Robertson 
has taken quite inadequate account of their work. Undeter- 
minierte Lohnprobleme. F. ZEUTHEN. In conditions of duopoly, 
price is usually considered indeterminable between an upper and 
lower limit. Zeuthen sets out to show that in the struggle 
between workers and employers, the actual price of labour is 
really decided by calculable economic factors, in addition to non- 
calculable bargaining skill, bluff, etc., and depends-on the cost 
of a possible strike or lock-out, and the degree of preparedness 
of the parties. These factors could be objectively estimated, 
and the possibility of ill-considered struggles at least would be 
largely eliminated. Calls for fuller information to be given, and 
received, by intending parties to a conflict. Der Grundsatz des 
angemessenen Ertragesin der staatlichen Regelung der amerikanischen 
Eisenbahnen. C.J. ¥Friepricu. Das Vordringen der Agrardemo- 
kratie in Europa. A. DANIEL. 


Fesruary, 1930. Kurzfristige Auslandverschuldung—ein Problem 


der inneren Kapital-politik? Prof. J. LaNpMANN discusses the 
problem arising from the dependence of the German money 
market on short-term foreign supplies originating as a result 
of the deliberations of the Committee of Experts sitting in October 
1929. He bases his data on the events of 1911 and 1929. Present 
position is that foreign short-term deposits amount to between 
40-50 per cent. of total deposits at chief banks. Together with 
the fact that since 1924 less than one-third of possible domestic 
resources have gone to provide short-term credits, this suggests 
need for careful scrutiny and possibly legal pressure if future 
dependence on foreign sources is to be averted. An issue of 
bank debentures is needed. Die Anstosswirkung der Giiterverme- 
hrung auf die Konjunktur. A. ScHwoner. Studentenbewegung 
in Japan. H. Urperscuaar. Der Begriff des kapitalistischen 
Geistes und das Schelersche Gesetz vom Zusammenhang der historis- 
chen Wirkfaktoren. E. Frecuner. This article makes a com- 
parison between Sombart and Weber. Statistische Studien zur 
wirtschaftlichen und gesellschaftlichen Struktur des zollvereinten 
Deutschlands. G. Hrrmes. This is mainly based on the 
foreign trade figures for 1836-64. Two periods are distinguished 
—the slow rise, lasting until the ‘forties, following the recovery 
after the Napoleonic wars. This ended in depression, which 
was succeeded by the second period of bounding prosperity. A 
closely-knit study of causes and effects. Fragen des Pazifik. 
J. B. ConpuiFFe. Wirtschaftslage und Uberseeauswanderung. 
H. Firru. This deals carefully with German migration before 
and after the war, and relates it to increasing European dependence 
on American food-stuffs. 


ApRIL, 1930. Die Maschine in der Kapitalistischen Wirtschaftsordnung. 


G. von ScHvuLzE-GAVERNITZ. Die “‘ Klasse’? und der Klassen- 
kampf. W. Suutzpacu. Die sozial-ckonomischen Strukturwand- 
lungen in Palistina. A. Bunne. Das neue englishe Armen- 
gesetz. F. Heyer. Die Streikbewegung in der Tschechoslowakei. 
A. OBERSCHALL. 
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June, 1930. Uber das Wesen und die Bedeutung des wirtshaftlichen 
Erfolgsstrebens. K.MaNnnuHEIM. Ort und Grenze des zusatzlichen 
Kredits. E. Leprrrer. Die Mathematik in der wirtschafts-. 
dynamik. E. AutscnuLt. Zur Theorie des mehrfachen Monopols, 
insbesondere der des Duopols. E. ScunemeEr. Uber dem 
Sinn”? des Zollschutzes. W. Frcuner. Uber den Zusammen. 
hang der Bevilkerungsmehrung und der Intensitat der Landwirtschaft 
in Bulgarien. N.W. Do.LinskI. 


Weltwirtschaftliches Archiv. 


JULY, 1930. Die marktwirtschaftliche Bedeutung der Kapitalanlage 
in Auslande. H. Bunts. Der wirtschaftliche Begriff des 
“ Ausland.” W. Suuzpacu. Weltwirtschaftliche Auswirkwngen 
einer abnehmenden Volkszahl. P. Momprert. Das theoretische 
Schema der gleichmissig fortschreitenden Wirtschaft als Grundlage 
einer Analyse dkonomischer Entwicklungsprozesse. H. STAEHLE. 
Der internationale Goldmarkt vor und nach dem Kriege. H. 
NeEtsser. Internationale Steuerverteilung und Steuerklassification, 
B. Griziort1. LEntwicklungslinien der landwirtschaftlichen 
Weltproduktion. M. Sxmrtmne. Neue Wege der italianischen 
Bevélkerungspolitik. R. Micuets. The Marketing of Grain 
by Farmer-owned Associations in the U.S. J. F. Bootu. Die 
Prégnanz der Elastizitiéts-Koeffizienten. R.ScHMIDT. 


Zeitschrift fiir die gesamte Staatswissenschaft. 


May, 1930. Handwerk, Handwerker, und Kleinunternehmer in der 
kapitalistischen Wirtschaft. T. Brauzr. Reichs-, Staats-, und 
Gemeindefinanzen. T. von Pistorius. 

Juty, 1930. Die Casselsche Preistheorie. J. NEUBAUER. Cassel’s 
equations of price are further developed, in order to overcome 
the defect which is based on their alleged neglect of the subjective 
basis of the economic conditions. Das Relativitdtsprinzip in der 
Volkswirtschaftslehre. J.8. Lewinski. The functional principle 
of Thiinen is extended from land economy to industry, com- 
merce and monetary theory. Das Reparationsproblem. A. VON 
MUHLENFELS. 


Vierteljahrshefte zur Konjunkturforschung. 
SONDERHEFT 19. Die Energiewirtschaft der Welt in Zahlen. W. 
LEISSE. 
De Economist (Haarlem). 


AprIL, 1930. Hen toepassing van den goudwisselstandaard in Neder- 
landsch West-Indié in 1829. I. Bos. A study in the early 
monetary history of Surinam (Dutch Guiana). The writer refers 
to two early attempts, in 1691 and 1761, to link the local currency 
to the currency of the mother country. The main part of the 
article is devoted to an account of the work of van den Bosch, 
to whom was due, in 1829, the foundation of the West Indian 
Bank. The Bank was established with a capital of three million 
gulden, which was to be retained in Holland, and against which 
a like sum of bank-notes was to be issued in the colony. Pro- 
vision for convertibility was made whereby the Bank was under 
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hen 
hen obligation to exchange currency for drafts on Holland, the value 
fts. of the drafts to be equivalent to the nominal value of the bank- 
als, notes surrendered in exchange. The colonial paper currency 
lem was thus exchangeable into a currency circulating outside the 
en- area, at a prescribed rate. It was thus a pegged currency. 
af Een paar losse opmerkingen over den tuinbouw in Nederland, II. 
J. J. vAN RiemspisK. A continuation of the observations on 
the position of horticulture in Holland. 
May, 1930. De techniek van het vijfjaarsche plan der U.S.S.R. J. J. 
Boasson. The idea of a plan is merely the logical consequence 
= of socialism, since socialism without a plan is merely a chaos. 
The object of the plan is “ to overtake and surpass the leading 
she capitalist countries in technical-economic respect’ within the 
- five years specified. The article is largely a summary of the five 
= volumes in which the plan is officially expounded, and in particular, 
H. and in greater detail, of the two volumes of the second part which 
: contain the views of the authors of the report on such questions 
$e as wages, employment, the financing of the scheme, etc. Ver- 
= gelijkbaarheid van _ handelsstatistieken. M. Rixxkes. With 
re reference to the treaty of 14th December, 1928, a discussion of 
~ certain aspects of the difficulties in the way of a comparison of 
= trade statistics. The article relates primarily to the different 
methods (as between Anglo-Saxon and continental countries) 
in the matter of grouping exports and imports, and contains an 
elaborate analysis of the different types of export and import, 
ler from the point of classification. Kantteekeningen bij den strijd 
nd over de prijsstabilisatie I. G. M. VERRIIN StuarRT. A summary 
of, and a comment on, the recent articles in the Monthly Review 
l’s of Lloyd’s Bank on price stabilisation, contributed by Professor 
ne Cassel, Professor Gregory arid Dr. B. M. Anderson. The present 
ve article is confined to the views of Cassel and Gregory. 
ler JUNE, 1930. Van “‘ tropisch-koloniale’’ naar ‘‘ dualistische’’ staat- 
le huishoudkunde. J.C. Kievtstra. A discussion of the character- 
n- istic features of colonial economy in the form of a criticism of 
N the inaugural address delivered by Professor Boeke at the 


University of Leyden. Boeke’s view is that the fundamental 
difference between East and West is to be found in the unity 
which characterises society in the West, as contrasted with the 
wide gulf found in the East. Eastern society is “ dualistic.” 
V. This distinction is attributed to the force of Capitalism, which 
in Europe has acted as a unifying influence. On the contrary, 
in the East Capitalism has exercised a destructive influence, 
sweeping away local industry and trade, offering certain new 


ve products but no employment. This view is criticised by the 
ly author of this article. The formation of capital, he contends, 
nd rests on abstention from immediate enjoyment, and this betokens 
y a desire of higher enjoyment in the future, or a fear that present 
0 enjoyment may in future be curtailed. The East has been 
a, characterised by greater contentment with existing comforts. 
- ' A further point discussed with reference to the distinction 
2 between East and West is the impossibility of assigning universal 
h validity to any pure economic theory. The economic theory 
» with which we are familiar is derived from Western civilisation. 
“i Is it applicable to the “ dualistic’ East? A number of points 


of distinction between Western and Eastern (dualistic) economy 
No. 159.—voL. XL. NN 








544 THE ECONOMIC JOURNAL [SEPT, 


are cited and considered. Parijs als acceptcentrum. H. J. G. 
Maas GEESTERANUS. On the growth of acceptance business in 
Paris. Kan groenten en fruitvernietiging productief zijn? G, 
BrouweErs. Fruit-growers may be ruined by an unduly favour. 
able crop, resulting in failure of prices. The article discusses, 
with diagrams, the conditions under which destruction of excessive 
supplies of vegetables and fruit may be advantageous. Product. 
tecijfers van eenige bedrijven. P. Korpisk. A comparison of 
the state of a number of industries in 1923 (or 1921) and 1928, 
showing the amount produced, the total of workers employed, 
the power of machinery, the number of undertakings, value of 
produce per undertaking and per worker, etc. 


Giornale degli Economist. 


Frsrvary, 1930. JI controllo delle banche di depositi. N. GARRONE. 
Deposit banks in Italy have since 1926 been subjected to special 
restrictive legislation, the main provisions of which are: (1) the 
opening of new banks or new branches at home or abroad is subject 
to the sanction of the Ministry of Finance; (2) new banks must 
have a minimum capital, ranging according to circumstances from 
5 to 50 million lire; (3) the deposits of any bank must not exceed 
twenty times its capital and reserve; (4) no bank may lend more 
than a quarter of its capital and reserve to an individual borrower ; 
(5) 10 per cent. of the profits must be set aside annually until the 
reserve is two-fifths of the capital; (6) certain supervisory functions 
are given to the central bank. The writer, though critical of the 
practical efficacy of some of these provisions, is strongly in favour | 
of State control of deposit banking in Italy. Le odterne tendenze 
dell’ economia politica. PRoFEssoR G. DEL VECCHIO uses certain 
recent works by Schumpeter, J. M. Clark and Pigou as illus- 
trations of the current trend of economic thought. Le leggi 
economiche. G.H. Bousquet. In the light of the developments 
of modern science it is clear that economic laws have as much 
claim to be regarded as scientific or “‘ natural ” as have the laws of 
any other branch of human knowledge. Nuove note sulla teoria 
dell’ interesse. Dr. R. Fusrni returns to the much-discussed 
question of the effects of a general income tax on all income, 
including income derived from saving. While agreeing with the 
main conclusions arrived at by Professor Einaudi in his recent 
work, Contributo alla ricerca dell’ “ ottima imposta”’ (in particular, 
that not to exempt income from saving involves double taxation), 
he takes up and develops certain points in respect of which he is 
in disagreement with the latter, and brings them into relation with 
his own view of the general theory of interest. Navi veloci e 
traffico transoceanico. E. Corsino. The present international 
competition in the construction of large transoceanic liners, 
designed to travel at exceptionally high speeds, is likely far to 
outrun any possible economic demand for their services and to 
result in a serious waste of capital and loss to shipping companies, 
or, more probably, to the finances of the Governments subsidising 
them. Jl problema filandiero nella economia serica italiana. L. 
UssI. 

Marcu, 1930. Studi sulla teoria monetaria det cicli industriali. 
Rapporti fra interesse e sconto. G. U. Papi. A summary of 
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theories of interest with special reference to Fisher, and a discussion 
of the relation between interest and discount rates, as a prelude to 
a study of the monetary causes of the trade cycle. Sopra alcuni 
problemi di dinamica economica. Dr. H. STanHLE disputes the 
criticisms urged by Professor Moretti in the Giornale for July 1929, 
against the usefulness of statistical curves of supply and demand. 
He suggests the following equation of demand as an initial formula, 
which he proceeds to develop, using the method of least squares : 
x = F(y,P,1,R,a,z,v,w, ....t) where x is the quantity consumed 
per unit of time (a year), y the price of the commodity in question, 
P the population, I a general index-number of prices, R, an index- 
number of the sum-total of incomes, a Pareto’s index of the dis- 
tribution of incomes, while z, v, w.... represent the prices of 
competing commodities (substitutes), and ¢ is a simple function of 
time used to represent the gradual change of tastes. J depogiti 
presso le casse di risparmio ordinarie, attraverso le vicende della lira. 
L. Passorp1. 
La Riforma Sociale. 


Marcu-—Aprit, 1938. La gestione della Tesoreria dello Stato dal 1922- 
1923 al 1927-1920. E. Rossi. Quale deve essere il compito dell’ 
agricoltore, dell’ industriale, del commerciante. - J. Aaert. A plea 
by a member of the Fascist Instituto Nazionale Esportazione for 
a greater participation of the producers, both in industry and 
agriculture, in the merchanting of their products, coupled with 
some suggestions for a more stringent control over those en- 
gaged in commerce. ‘In Italy one most flourishing industry is 
practised—that of bankruptcy.” There should be a register of all 
dealers, and after a second bankruptcy or accommodation with 
creditors, the name of the person in question should be struck off 
the register and he should be prohibited from undertaking any 
commercial operation in future. La funzione del terreno nella 
produzione agraria. P. BAaNDt. 

May-JuNE, 1930. Luci ed ombre dell’ industrialismo moderno. E. 
GIRETTI. Dei metodi per arrivare alla stabilita monetaria e se si 
possa ancora parlare di crisi di-stabilizzazione della lira. PROFESSOR 
L. Ernavupi develops the argument that the present economic 
difficulties of Italy are no longer part of the consequences of the 
stabilisation of the lira. L’imposta di ricchezza mobile sui salari 
degli operai. S. Scoca. 
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Batson (H. E.). A Select Bibliography of Modern Economic 
Theory, 1870-1929. Routledge. 8}. Pp. 224. 7s. 6d. 

Bettman (H.). Building Societies, Retrospect and Prospect. 
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